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Introduction 


The principal functions and responsibilities of the Auditor General of Canada are set out in 
the Auditor General Act. My responsibilities in respect to those Crown corporations for which I have 
been appointed auditor are set out in the Financial Administration Act. The Auditor General Act is 
included as Appendix A to this report and the relevant sections of the Financial Administration Act 
as Appendix B. 


The financial statements of the Government of Canada for the fiscal year ended 
31 March 1992, which have been prepared by the Receiver General for Canada in accordance with 
the provisions of section 64 of the Financial Administration Act and appear in Volume I of the Public 
Accounts of Canada, have been examined by me as required by section 6 of the Auditor General Act. 


In compliance with section 7 of the Auditor General Act, my report for 1992 is presented 
herewith. 


As auditor of the accounts of Canada, including those relating to the Consolidated Revenue 
Fund, I conducted such examinations and inquiries as I considered necessary to enable me to report 
as required by the Auditor General Act. 


With respect to the matters reported, departments, agencies, and the Privy Council Office 
provided my Office with the information and explanations required to date, including Cabinet 
documents. 
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Main Points 


1.1 Chapter 1 focusses on issues that I believe are fundamental to achieving accountability in 
government and to enhancing our national institutions. 


1.2 Information for Parliament. The Office recognizes that Parliament needs appropriate 
information from government departments and agencies to fulfil its role in responsible government. 
What information is relevant? This year’s Report gives practical recommendations on this issue. 


eS) Stewardship of the national debt. I find that there is an ever-growing concern among 
taxpayers about the federal deficit and debt. We need to consider ways of improving the 
government’s financial disclosure to help Canadians better understand and assess the significance of 
the deficit and debt. 


1.4 Truth in budgeting. There is also a need to recognize and make visible, on a timely basis, 
any costs that may arise from federal credit programs such as loan guarantees. 


Ls First Nations. In the 1991 Report and again this year, the Office has identified the need to 
clarify the financial relationship between the government and First Nations. What should be the 
government’s accountability for funding provided to First Nations? 


1.6 Protection of the environment. Implementation of sustainable development requires 
integration and balancing of economic and environmental factors in all aspects of government 
decision making. What role should departments, agencies, regulators, my Office and other federal 
government auditors play in implementing this concept? 


Fy Public service reform. Taxpayers may well ask, “Will the government’s current 
management reform initiative result in higher productivity, appropriate levels of service, higher 
morale, and greater cost-effectiveness?” In this chapter, I comment on the progress of the reform 
initiative. 

1.8 Information technology. Government operations can be made more productive by the 


appropriate selection and application of new information technologies. However, ways need to be 
found to better manage the risks inherent in developing large computer systems. 


Matters of Special Importance 
and Interest 
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Introduction 


Putting the annual Report in 
context 


1.9 For several years now, Can- 
ada has experienced slow economic 
growth, business closures and high 
unemployment. Canada is not unique: 
other industrialized nations have ex- 
perienced similar downturns. As Audi- 
tor General, and as a Canadian, I am 
deeply concerned about the economic 
challenges Canada faces both nation- 
ally and internationally, and about their 
impact on individual Canadians. 


1.10 Canadians are very worried 
about the impact of annual deficits and 
the accumulated debt on their standard 
of living and that of future generations 
of Canadians. At the same time, they 
expect the government to provide 
more, not fewer, services. The govern- 
ment’s dilemma, which is not really 
new, is that its financial resources are 
constrained, while demands on those 
resources increase. In this Report, my 
Office recommends numerous ways to 
improve government operations. In 
doing this, I am continuously moti- 
vated by the desire to see the credibility 
of our national institutions strength- 
ened. 


1.11 A common thread in Chapter 
1 is the duties and obligations of 
stewardship. The obligations of stew- 
ardship change as modern government 
becomes more complex. We rely on 
government to manage complex eco- 
nomic and social issues — environ- 
mental protection, regulation of 
industries, tariff and trade agreements, 
for example — that affect our lives in 
far-reaching ways. A serious concern 
is whether Parliament is provided with 
the information it needs to effectively 
monitor the government’s stewardship 
of public resources. 
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Departments Need to 
Tell Their Story in Clear 
Global Terms 


1.12 For responsible government 
to work, Parliament needs to receive 
information from federal departments 
and agencies on how well they have 
discharged their stewardship roles. 
The obvious question is “what in- 
formation is needed and how should it 
be provided?” 


There is a need for reporting that 
reflects the broader duties and 
obligations of government 


1.13 Parliamentarians should be 
provided with the information they 
need, information that is relevant, 
reliable and understandable. They 
need this information to ask straight- 
forward, probing questions that test the 
competency of departments and 
agencies in fulfilling the purposes for 
which Parliament has voted them 
funds. Chapter 6, Information for 
Parliament — Departmental Report- 
ing, provides a historical perspective 
on this issue and explains how Parlia- 
ment holds the executive to account by 
examination and critical questioning. 


1.14 Government is in the complex 
business of fostering the public good 
and, in doing so, managing its substan- 
tial resources judiciously; the instru- 
ments it uses to achieve this are varied. 
Reporting that focusses on annual 
spending and compliance with author- 
ity does not fully reflect the broader 
duties and obligations to preserve and 
foster the government enterprise. The 
Office recommends broader—based de- 
partmental reporting that is flexible 
enough to accommodate the some- 
times diverse nature of the organi- 
zation’s activities. Such reporting 
would answer the following four ques- 
tions: 


e Whatare the department’s missions 
and lines of business? 


The government's 
dilemma is that its 
financial resources are 
constrained, while 
demands on those 
resources increase. 


Parliamentarians need 
this information to ask 
straightforward, probing 
questions. 
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There is a need to 
distinguish between the 
information that managers 
need to manage and the 
information that MPs need 
to hold the government to 
account. 


Evaluations too often are 
silent on the more 
searching questions 
about a program’s 
continued relevance, 
program alternatives and 
the policy that gave rise to 
the program. 
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e How does the department carry out 
its lines of business to achieve its 
missions? 


e Whatare the department’s strategic 
objectives for realizing its 
missions, and its plans for manag- 
ing the public resources under its 
control? 


e How well did the department meet 
its objectives, and how much did it 
cost? 


1.15 Good stewardship reporting 


calls for clarifying and articulating a 
department’s purpose and determining 
measurable goals. To tell Parliament 
what it needs to know, a report must be 
more than a summation of depart- 
mental expenditures, statistics and 
other details of activities. It must 
reflect a department’s view of itself: its 
missions, its strategic plans and its 
assessment of how well it is meeting 
objectives. 


It’s time to put accountability into 
operation 


1.16 There are several challenges 
to be met in changing to broader—based 
reporting. First, there is increasing 
complexity and breadth in government 
activities; many activities are inherent- 
ly difficult to measure and describe. 
Second, in a political context, depart- 
ments tend to report good news, not 
problems or failures. Third, the neces- 
sary information may be unavailable in 
a department or agency. Fourth, there is 
a need to distinguish between the 
information that managers need to 
manage and the information that MPs 
need to hold the government to ac- 
count. 


1.17 Finally, and perhaps most im- 
portant, there is still a need to put 
accountability into operation. By this, I 
mean the need for government depart- 
ments to move beyond the slogans, to 
define more precisely what goals and 
tangible results a department is ac- 
countable for achieving and to actually 
tell their story in clear and global terms. 


1.18 Chapter 6 offers suggestions 
for changing the reporting format, for 
developing a vision of departmental 
reporting to Parliament. Future 
chapters will focus on appropriate 
content for this approach to reporting. 


Parliament Should Get 
Information on Results 


Parliament and Canadians want to 
know: are government programs 
making a difference? 


1.19 Regularly reported indicators 
of results — for example, how many of 
the people trained at public expense 
find jobs — provide Parliament and 
other Canadians with initial indica- 
tions of whether programs are achiev- 
ing results. But, on their own, they do 
not provide answers to the kinds of 
searching questions that could be of 
concern to many: was it the program 
that produced those results, or would 
people have found jobs anyway? Does 
the government need to continue the 
program? Can better results be 
achieved, at less cost? Answering these 
questions requires relevant, credible 
and objective information. One way to 
get this information is by in-depth 
study — commonly referred to as 
program evaluation. Government de- 
partments are expected to evaluate 
their programs, and to report the find- 
ings in summary form to Parliament. 


1.20 Chapters in this year’s Report 
demonstrate that some departments are 
doing a good job of examining oper- 
ational issues in their evaluations. But 
too often they are silent on the more 
searching questions about a program’s 
continued relevance, program alterna- 
tives and the policy that gave rise to the 
program. 


Why do evaluations often miss the 
basic questions that interest 
Parliament? 


1.21 In a discussion paper pub- 
lished by my Office, entitled ‘‘Reflec- 
tions on Administrative Reform in the 


Government of Canada, 1962-1991”, 
Mr. A.W. Johnson, a former senior 
public servant, examines the history of 
program evaluation. After reviewing 
the past thirty years, Mr. Johnson con- 
cludes that evaluation has not yet 
emerged from its experimental phase. 
He feels that evaluation has yet to be 
perfected — that there are legitimate 
technical difficulties that must be over- 
come, program by program. But Mr. 
Johnson questions whether there is not 
a more fundamental problem with the 
present departmental evaluation re- 
gime: its compatibility with the system 
of government into which it is being 
implanted. 


1.22 Under the current approach to 
evaluation, deputy ministers of each 
department are responsible for evaluat- 
ing their own programs. There have 
been very few evaluations carried out 
by central agencies. Departmental 
evaluators are expected to serve the 
department’s need for policy and oper- 
ational information and, at the same 
time, the different needs of central 
agencies and Parliament. 


1.23 Perhaps we expect too much 
of departmental evaluators. Is it rea- 
sonable to expect that they will serve 
not only the information needs of their 
departments, but also those of central 
agencies, parliamentarians § and 
taxpayers? This is a tall order. First, 
each group needs information at a 
different level of detail, and for differ- 
ent reasons. Departments need evalu- 
ations of their operations because they 
are responsible for managing pro- 
grams. Parliamentarians’ interests 
vary widely but tend toward broader 
policy questions, not the day—to—day 
Operational matters that are of most 
interest to departments. 


1.24 Second, it may be naive to 
think evaluators will arrive at, and their 
ministers report to Parliament, evalu- 
ation findings that can be used to 
embarrass the government. There isn’t 
much point in expecting reporting that 
would contradict the reality of a deputy 
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minister’s loyalty to the minister. This 
is acritical issue that will be explored in 
greater depth in our upcoming govern- 
ment—wide audit of effectiveness 
measurement and reporting. 


Fair Presentation and 
Stewardship of the 
Public Debt 


Widespread concern about the 
deficit 


1.25 One of my responsibilities is 
to examine and report on the govern- 
ment’s financial statements. In my 
Report last year I referred to wide- 
spread concern about our annual deficit 
and accumulated debt, two significant 
numbers shown in these statements. I 
suggested that the government prepare 
and publish a “scorecard” to inform 
Canadians how their government has 
performed in carrying out its action 
plan for deficit reduction. At the time 
of writing this Report, the government 
has given no indication that it intends to 
publish such a “scorecard”. I remain 
convinced that it should. 


1.26 As well, I believe there is a 
need for further measures. And so, in 
my second Report to Parliament, I offer 
another suggestion — that we consider 
ways of improving the government’s 
financial disclosure to help Canadians 
better understand and assess the sig- 
nificance of the annual deficit and 
accumulated debt. 


1.27 In truth, few Canadians show 
much interest in the government’s 
financial statements. This is hardly 
surprising — financial statements 
bring to mind images of endless 
numbers and unfamiliar terms under- 
standable only to accountants. Yet 
assessing information on the country’s 
financial condition is too important to 
be left only to technical experts. 


1.28 I believe that the govern- 
ment’s financial statements should 
inform Canadians about the govern- 
ment’s financial condition in terms 


There isn’t much point in 
expecting reporting that 
would contradict the 
reality of a deputy 
minister’s loyalty to the 
minister. 


Information on the 
country’s financial 
condition is too important 
to be left only to technical 
experts. 
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Matters of Special Importance and Interest 


The significance of public 
debt lies in much more 
than its current level. 


The larger the interest 
bite, the more stringent 
are the limitations on the 
government's spending 
choices and on its ability 
to cope with unforeseen 
emergencies. 


Exhibit 1.1 


The Interest Bite 
(Public Debt Charges as a Percentage 
of Total Budgetary Revenue) 


y 


1971-72 


1981-82 
33% 
~~” 


1991-92 
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they can understand, and should pro- 
vide an early warning when deficits and 
debt may cause difficulties down the 
road. But better information alone is 
notenough. There must also be a forum 
for rational discussion of the issues. 


How do we know how much debt 
we can afford? 


1.29 Countries must organize their 
spending, taxing, and borrowing pol- 
icies to conform to their limitations. 
But assessing a country’s financial 
condition is complicated by consider- 
ations that those of us who are not 
economists often find difficult to un- 
derstand. One of the complexities in 
assessing a government’s financial 
condition is the pernicious interaction 
between annual deficits and accumu- 
lated debt. As is well known, our recent 
annual deficits (and those projected by 
the government for the next few years) 
would be surpluses were it not for the 
cost of servicing the debt we have 
accumulated in the past. Debt service 
not only turns an operating surplus into 
a budgetary deficit, but also increases 
the amount of the public debt and, 
therefore, the next year’s debt service 
charges. 


1.30 The significance of public 
debt lies in much more than its current 
level. It lies in the ability of the 
government to generate sufficient rev- 
enues to bear the debt service costs 
while, at the same time, providing a 
level of services that is consistent with 
the wishes of Canadians. If Canada’s 
public debt and associated financing 
charges were small, these issues would 
not have to be faced. Now that the debt 
amounts to more than $400 billion, and 
annual interest costs to more than 
$40 billion, we need to understand 
much better the implications of debt 
and deficits. I see the need for 
information of two kinds to help clarify 
the government’s financial statements, 
as they relate to deficits and debt: easily 
understandable measures and analysis 
of our financial condition, and projec- 
tions of these measures into the future. 


Looking to the future is an unavoidable 
requirement for fairly assessing the 
present. 


The need for simple measures that 
Canadians can understand 


1.31 While I recognize that the 
issues surrounding the size and signifi- 
cance of public debt are complex, I 
think that, if we are to engage in any 
kind of meaningful debate on the 
subject, we will have to find simple 
indicators that are useful in understand- 
ing Canada’s financial condition. For 
example, is there some indicator anal- 
ogous to the credit limit test a mortgage 
lender applies to individuals? 


1.32 Last year I commented on the 
“crowding—out” effect, where a greater 
proportion of taxes is consumed by debt 
servicing, with less available for ser- 
vices to taxpayers. One way to measure 
this effect is what might be called the 
interest bite, or the proportion of our 
taxes that is consumed by servicing 
past debt. The larger the interest bite, 
the more stringent are the limitations 
on the government’s spending choices 
and on its ability to cope with unfore- 
seen emergencies. As illustrated in 
Exhibit 1.1, in the last two decades 
that interest bite has almost tripled, 
growing from 13 percent to 33 percent. 
It is evident that the interest bite cannot 
be allowed to rise indefinitely. 


1.33 The government’s forecast 
calls for the interest bite to be reduced 
from its present level of 33 percent to 
25 percent by 1996-97. I do not 
express an opinion on the need for or the 
proposed rate of interest bite reduction. 
This is a matter of policy. Protracted 
delay or precipitous haste in such 
reduction could, alike, conceivably 
damage the economy. The appropriate 
direction and speed of adjustment of 
the interest bite is for the government 
and Parliament to decide. 


1.34 My concern is simply that the 
readers of Canada’s financial state- 
ments need to understand more about 
the debt and deficits. Although I 
believe a simple and understandable 


indicator would be helpful in focussing 
public attention, I also recognize that 
any one indicator by itself may be too 
simplistic. The proper level of govern- 
ment activity and of public debt is a 
complex issue with economic, ideol- 
ogical, and political dimensions. But 
information that is too complex will not 
assist most readers. The proper balance 
between completeness and under- 
standability needs to be studied. 


The need for a long time horizon 


1.35 In addition to the need for 
meaningful indicators, there is a need 
for the public to have information on 
the long-term implications of public 
debt. For example, how far we can 
deviate from the government’s deficit 
reduction plan and still be financially 
secure? Would we be able to cope with 
an unexpected emergency, and still 
leave a financially sound country to our 
children? 


1.36 To answer such questions, I 
believe it is necessary to look beyond a 
traditional five-year horizon and, in- 
deed, perhaps to look as far ahead as 
thirty years, as the U.S. General Ac- 
counting Office did in a recent study: 


“We [the General Accounting Of- 
fice] conclude that the one-year- 
at—a-time focus of budgeting has 
failed to serve the nation’s needs. 
To build the foundation for a more 
productive nation in the future, it is 
essential that the budget process 
adopt a more future—oriented 
LOCUS! <a: 


Why might it be necessary to look so far 
ahead? There are two answers. The 
first arises from the insidiousness of 
gradualism; the second, from the 
arithmetic of compound interest. 


1.37 The insidiousness of grad- 
ualism and the arithmetic of com- 
pound interest. We have become 
accustomed to deficits in the range of 
$30 billion. Gradual increases in a 
government’s accumulated debt may 
not appear, to the average citizen, as 
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urgent as some immediate demand for 
increased services or lower taxes. This 
is the insidiousness of gradualism: 
discomfort increases so slowly we 
don’t notice it. Short-term forecasts 
don’t show the long-term cumulative 
effect of these gradual changes. Ihavea 
nagging concern that they may not give 
us the early warning signals that we 
need to make rational choices. 


1.38 Aswell, there is the arithmetic 
of compound interest. Early growth is 
gentle, but may become dramatic as 
interest is paid on interest. There is an 
old French riddle that goes like this: Ifa 
lily pond contains a single leaf, and 
each day the number of leaves doubles 
— two leaves the second day, four the 
third day, eight the fourth and so on — 
and if the pond is completely covered 
on the thirtieth day, at what point is it 
merely half covered? The answer, of 
course, is on the twenty-ninth day. But 
it’s not immediately obvious. It’s 
difficult to get very concerned in the 
early days of the month. The urgency of 
the situation is not evident until it’s 
probably too late to do anything. That’s 
why we need future—oriented projec- 
tions warning us of the consequences of 
our actions, even before they are appar- 
ent in the annual historical financial 
statements or in a short-term forecast. 


1.39 Is it practical to make mean- 
ingful long-term forecasts? Probably 
not. But it may be possible to make 
meaningful long-term projections of 
present trends. There is a major 
difference. A forecast tries to foresee 
the future — and we all know that is 
hazardous, particularly over the long 
term. Buta projection merely asks: “If 
we keep on doing what we’re doing 
today, will the results be affordable?” If 
sO, Our present trends are sustainable, 
as far as we can tell. If not, we can 
change the course we are on. 


1.40 And multiple projections can 
tell us the effects of alternative assump- 
tions or events — in other words, our 
boundaries of affordability. It is like 
driving a car down a winding road we 
have never travelled. Merely because 


We have become 
accustomed to deficits in 
the range of $30 billion. 
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we can’t see around the next bend 
doesn’t mean we focus only on the next 
few feet. We look ahead as far as we 
can. And we look to both sides to check 
how far we are from the edge of the 
road. We also check in the rear—view 
mirror. So, I think, should a country 
driving into the future. Financial 
sustainability, like steering, requires us 
to look ahead, not only to assess where 
we are going but also to assess our 
vulnerability to unforeseen events and 
changes in conditions. 


A forum for rational discussion 


1.41 The reality is that govern- 
ments alone do not initiate deficits; 
international forces beyond our control 
and the needs and demands of the 
electorate also contribute to deficits. 
We give our stewards the difficult task 
of representing our interests while, at 
the same time, arbitrating our demands 
and trying to limit those demands that 
could impair the economic well-being 
of future generations. To help Cana- 
dians understand the difficult choices 
that have to be made, it seems to me that 
easily understood financial indicators 
and future—oriented information are 
absolutely necessary. But information 
by itself, without a forum or a vehicle 
for discussing it rationally, is simply 
not enough. There is a need today fora 
full and frank discussion about deficits, 
debt and related public policy choices 
such as the role of government in 
society. 


The need for a study 


1.42 I feel so strongly about these 
issues that I think a study is needed that 
focusses on them. The kind of study I 
have in mind would focus on identify- 
ing meaningful indicators and in- 
formation that would put the public 
debt and deficit in context. It would 
also explore ways of dealing with the 
inherent limitations of shorter—term 
projections in providing an early warn- 
ing about threats to long-term financial 
well-being. Finally, it would examine 
ways to encourage, within the parlia- 
mentary structure, the kind of 


meaningful debate that Canadians 
ought to have about deficits and debt. 


The Need for an Early 
Warning System for 
Government Credit 
Programs 


Truth in budgeting: making costs 
visible earlier 


1.43 The phrase “truth in budget- 
ing” has become popular in govern- 
ment circles in the United States as a 
way of expressing the need to make 
costs of credit programs visible earlier. 
Applied to Canada, this concept means 
that costs associated with credit pro- 
grams — such as loan guarantees for 
student loans and energy megapro- 
jects, and loans to other nations — 
should be recognized in the accounts 
and the national budget as soon as a 
potential loss can be estimated, rather 
than when the borrower defaults. This 
concept is discussed in several chapters 
in this year’s Report. 


1.44 These matters are of interest 
to parliamentarians and other Cana- 
dians. They touch on topics in the news, 
like the financing of the Hibernia 
oilfield off the coast of Newfoundland 
and the Westray coal mine in Nova 
Scotia, and loans to former Soviet 
republics. Billions of dollars are in- 
volved. These credit programs expose 
the government to a risk of loss, and 
there is a need to improve the account- 
ing and reporting to make the related 
costs more visible earlier. Loan guar- 
antees provide a good illustration of my 
concerns. 


1.45 —‘ There is an inherent risk that 
loan guarantees are viewed as “free 
goods”. Why are loan guarantees 
considered “free goods”? Past and 
present practices amount to two-step 
spending. Forexample, if the govern- 
ment gives a loan guarantee for 
$500 million, Parliament may be 
asked to approve a nominal $1 vote. 
Parliamentarians know from the 


wording of the vote that there is a 
maximum of $500 million involved. 
But the national budget and accounts of 
that and subsequent years do not in- 
clude an estimate of the potential cost 
of the guarantee. In later years, if the 
borrower defaulted on the loan, the 
government would pay the lender up to 
$500 million and the amount would be 
reported in the deficit of that year. A 
key accounting question is “when 
should the risk of loss be recognized?” 


1.46 The risk of issuing a blank 
cheque. I would expect the govern- 
ment to annually estimate the risk of 
loss associated with new and existing 
loan guarantees, and to recognize these 
expected costs in its national budget 
and financial statements. The govern- 
ment is not now doing this. 


1.47 This is more than an account- 
ing issue. The issue is one of making 
full and frank disclosure of risk when 
seeking parliamentary approval, and 
ensuring the proper discipline within 
government when considering re- 
quests for loan guarantees. Truth in 
budgeting would heighten answerabil- 
ity for costs, placing more of the onus 
squarely on the shoulders of govern- 
ment decision makers. 


Emphasizing substance over form 


1.48 The Government of Canada 
has many dealings involving financial 
support to other nations, usually in the 
developing world. Canada makes 
loans (called “sovereign” loans) to 
other nations when, for example, the 
Canadian Wheat Board sells grain on 
credit and when the Export Develop- 
ment Corporation lends money to fi- 
nance Canadian exports. Canada also 
participates in international financial 
institutions, such as the World Bank 
and regional development banks. Can- 
ada’s involvement with regional devel- 
opment banks is significant and 
growing. In total, Canada’s cumulative 
financial assistance to the three major 
regional development banks, by way of 
funding and guarantees, has risen from 
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$2.6 billion in 1983 to $6.2 billion in 
1991. 


1.49  Myconcern in these financial 
arrangements is that, too often, form 
hides substance. The government 
maintains official positions that only 
mask what is truly going on. 


1.50 Sovereign loans provide a 
good example. The government’s 
policy is to assume that sovereign loans 
are all eventually collectable and to 
recognize a loss on sovereign loans 
only if a nation formally repudiates 
what it owes, or if the debt is forgiven. 
In my view, this is far too late. If a 
sovereign loan falls into arrears and is 
rescheduled, the reality is that there is a 
substantial risk that amounts owing to 
the government will not be repaid. 


1.51 In the 1989 Report the Office 
raised this same issue. The government 
continues to maintain that such loans 
— even to the most severely indebted 
nations — will be fully collected. The 
impression given is that these are assets 
worth their original value. Canadian 
commercial banks and international 
bodies, such as the World Bank, have 
come to recognize in their accounts that 
some indebted nations may not be able 
to repay. In doing so, they are simply 
recognizing reality. 


What Is the 
Government’s 
Accountability for 
Funding Provided to 
First Nations? 


1.52 In recent rounds of constitu- 
tional reform, the issue of natives’ 
inherent right to self-government was 
discussed. Over the coming years the 
government and the First Nations may 
be moving toward a new form of 
partnership. This may provide an 
opportunity to address a long-standing 
dilemma. 


Past and present 
practices amount to 
two-step spending. 


Truth in budgeting would 
heighten answerability for 
costs. 
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This long-standing dilemma needs 
to be resolved 


153 Since 1965 there has been a 
trend toward the transfer or devolution 
of programs to Indian bands. Under 
current legislation, the Minister retains 
ultimate accountability to Parliament 
for the way public funds are spent and 
for the results they produce. But 
devolution means that the Department 
delegates decision making to bands. 
The Department’s dilemma is that it 
retains responsibility for decisions 
over which it has limited control. 


1.54 Last year’s Report stressed 
the need to resolve the long-standing 
dilemma of reconciling the Depart- 
ment’s accountability to Parliament 
with the funding arrangements under 
the devolution process. This issue is 
important in the current funding rela- 
tionships with First Nations and may 
become even more important to fund- 
ing arrangements in the future. 


5:55 I am concerned that this di- 
lemma remains unresolved. I am also 
disturbed by the letters and calls that 
came to my Office over the past year. 
Individual band members have related 
to me their concerns about the lack of 
means to effectively raise and resolve 
individual grievances or complaints 
against band decisions. The issue that 
these letters and calls raise is the form 
of accountability of band leadership to 
its members. There is a link between 
this accountability relationship and the 
accountability that I am concerned 
with — the relationship between the 
Department and Parliament. 


1.56 At the present time, the De- 
partment is accountable for ensuring 
that the funds voted by Parliament are 
used for the purposes intended and with 
due regard to economy, efficiency and 
effectiveness. The Office recom- 
mended in 1991 that the Department 
improve its accountability framework 
under existing funding arrangements to 
require, as a minimum, timely activity 
and financial reports from bands and 


evaluation of the quality and level of 
services provided to band members. 


LEY) The government needs to ad- 
dress the fundamental question of its 
stewardship over the use of taxpayers’ 
money. At the heart of this issue is the 
changing role of the Department and 
the need to clarify expectations about 
its obligation to account for the use of 
funds by bands. I recognize that this is a 
difficult challenge that will take some 
considerable effort to resolve. Never- 
theless, it is essential that it be ad- 
dressed. 


Clarifying Roles in 
Environmental 
Stewardship 


1.58 Canada’s Green Plan for a 
Healthy Environment is the focus of the 
federal government’s environmental 
agenda for the next several years. 
Given the importance of implementing 
the Green Plan, I have three concerns. 
First is the need to clarify the roles of 
those responsible for carrying out envi- 
ronmental programs, including imple- 
mentation of the Green Plan. Second is 
the need for environmental bench- 
marks, and reports that measure prog- 
ress against these benchmarks. Third is 
the importance of audit and the envi- 
ronmental assessment process in envi- 
ronmental stewardship. 


Partnership is a prerequisite for a 
better environment 


1.59 Past annual Reports have 
highlighted the challenges of co— 
ordinating the activities of various 
departments to achieve common gov- 
ernmental objectives, in areas such as 
protection of the environment, drug 
interdiction and immigration. The 
1990 chapter on the Department of 
Environment noted that, in the federal 
government alone, some 24 depart- 
ments have responsibilities relating to 
more than 50 Acts with environmental 
implications. In addition, these depart- 
ments often must act in conjunction 


with provincial governments, other 
countries, industry, and independent 
environmental organizations. Imple- 
mentation of the Green Plan will re- 
quire a high degree of co—ordination 
among all these groups. 


1.60 If these partnerships are to be 
truly successful, it is essential that there 
be a clear understanding of the roles, 
responsibilities and accountabilities of 
each partner. Each should forthrightly 
indicate what it plans to achieve, the 
resources it needs and when, and how 
its success or failure will be measured. 
This will help eliminate unnecessary 
and costly duplication of effort, mini- 
mize the chance that significant issues 
will fall through jurisdictional cracks, 
and provide a basis for the public to 
hold the partners accountable, not only 
for the resources they spend on envi- 
ronmental objectives but also for the 
results they achieve. 


Is the government making progress 
in environmental protection? 


1.61 This question is important to 
all Canadians. To answer it, the 
government and its partners will have 
to continue to work at developing 
indicators against which progress can 
be measured. This is not an easy task. 
There are gaps in environmental data 
and the complex relationships between 
health of the environment and human 
activity are not fully understood. As a 
result, itis sometimes difficult to define 
acceptable standards of environmental 
quality. The first step in measuring 
performance is to establish clearly 
defined objectives, goals and time 
frames for environmental programs. 
There must be complete, clear, concise, 
honest and accurate reporting of results 
achieved against proposed targets, if 
Canadians are to be able to judge the 
success or failure of efforts to protect 
the environment. 
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Who should monitor the 
government’s environmental 
protection efforts? 


1.62 Many organizations monitor 
and report on the environmental per- 
formance of governments and other 
sectors. Some, such as the National 
Round Table on the Environment and 
the Economy, have a broad mandate to 
advise the federal government on its 
environmental policies. There is also a 
key role for Parliament’s and the feder- 
al government’s own auditors. 


1.63 ‘Prerequisites to good envi- 
ronmental stewardship are the devel- 
opment of environmental assessment 
and environmental auditing capabil- 
ities in departments. Environmental 
assessment is a pro-active step to 
identify and avoid — or mitigate — 
environmental problems. The recently 
passed Environmental Assessment Act 
makes this a legal requirement. The 
Green Plan also commits federal de- 
partments to environmental auditing 
beginning in 1992. This Office will be 
conducting a government-wide re- 
view of both the environmental audit 
and the assessment functions in depart- 
ments in the future. I want to be able to 
report to Parliament whether depart- 
ments and agencies are integrating 
environmental considerations in their 
planning processes and whether their 
own environmental auditors are effi- 
ciently and effectively carrying out 
their responsibilities and adhering to 
generally accepted auditing standards. 


1.64 Inthe recently issued Code of 
Environmental Stewardship, the gov- 
ernment committed itself to practising 
the principles of sustainable develop- 
ment in all aspects of its operations, 
including the procurement and dis- 
posal of goods and services and the 
management of equipment and real 
property over their life cycles. Given 
that sustainable development requires 
the integration of economic and envi- 
ronmental factors, consideration of 
environmental factors should now be 


lf these partnerships are 
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an integral part of decision making in 
federal government programs and 
activities. 


1.65 Accordingly, many of the Of- 
fice’s audits of government programs 
will have an environmental compo- 
nent. The challenge for this Office will 
be to determine how to audit the 
significant environmental issues in the 


- most cost-effective and constructive 


way, in our value-for-money audits 
and in special examinations of Crown 
corporations. Through our audits of 
environmental issues, the Office will 
encourage improvement in environ- 
mental management and in account- 
ability for environmental stewardship. 


Reaping the Benefits of 
Information Technology 


1.66 One of the challenges for 
government is to reap the benefits of 
information through the use of technol- 
ogy, while minimizing the risks, and 
the related costs, associated with large— 
scale computer projects. I support 
efforts to benefit from information 
technology, in terms of overall quality 
of service, responsiveness and good 
management of an organization’s re- 
sources. The government can ill afford 
to ignore the huge savings that are 
possible through the innovative and 
cost-effective use of technology, but 
there is a potential risk of significant 
waste in implementing large-scale 
projects that entail the expenditure of 
hundreds of millions of dollars and 
extend over many years. 


There has long been concern about 
large computer development 
projects 


1.67 Timely and accurate informa- 
tion is essential to government, and 
information technology is a vital tool 
for providing it. The government 
currently spends over $3 billion a year 
on information technology equipment, 
people and services. 


1.68 During the 1960s and 70s, the 
government built large-scale systems 
to automate and increase the efficiency 
of clerical and administrative oper- 
ations such as tax collection and the 
processing of unemployment insur- 
ance Claims. Many of these systems 
have been modified over time, causing 
increased difficulty in assuring ap- 
propriate processing. The current chal- 
lenge is to renew these aging systems to 
improve service to the public and 
increase productivity. 


1.69 In past years, the Office has 
reported significant concerns about the 
management of computer systems. 
Various chapters have commented on 
the development of major systems that 
were over budget, behind schedule or 
simply abandoned. The Office re- 
ported that the government was realiz- 
ing some benefit from the use of 
microcomputer technology, but that it 
was not clear how much. Previous 
reports have also focussed on concerns 
about the development of major finan- 
cial systems and about the provision of 
adequate security and_ control 
measures for electronic data. 


1.70 The Office has seen some 
signs of good management in recent 
reviews of departmental systems de- 
velopment. These include improved 
long-term departmental planning, the 
use of small-scale pilot projects and a 
concentration on projects that provide 
high returns in efficiency and savings. 
The Office is also pleased to note that 
central agencies have issued new guid- 
ance to encourage the innovative use of 
information technology. 


The trend toward megaprojects 
continues 


1.71 The government continues to 
invest heavily in new technology and 
systems. The Department of Supply 
and Services, for example, recently 
initiated a Public Service Compensa- 
tion System with a preliminary cost 
estimate of $96 million; the Depart- 
ment of National Defence estimates 
$325 million for the completion of its 


new secure communications system; 
National Health and Welfare plans to 
invest an estimated $258 million to 
develop new delivery systems for its 
income security programs; and last 
year we reported on the External Af- 
fairs Canadian Online Secure Informa- 
tion and Communications Systems 
(COSICS) project, which will cost an 
additional estimated $138 million to 
complete. Some systems may take up 
to ten years from project planning to 
final implementation. The challenge 
for departments and agencies is to 
complete the systems on time and 
within budget. The new systems will 
radically change the way departments 
operate, and are expected to result in 
significant organizational restructur- 
ing. 


1.72 There are huge sums _ in- 
volved; the stakes are high. I want to 
encourage efficient and effective ad- 
ministration through the appropriate 
use of technology. On behalf of 
Parliament, I want to make sure that 
everyone who has a role in systems 
development asks probing questions. 
Will the investment in technology 
improve service, increase productivity 
and support the department’s strat- 
egies? Has the planning process in- 
cluded an analysis of the “lessons 
learned” from past experiences? Have 
“best practices” in the industry been 
incorporated in the proposed system? 
Has the sharing of data and systems 
among departments been considered? 
Is the return on the investment suffi- 
cient to justify the project? Has the 
project considered the full impact of 
the change on human resources in the 
organization? 


173 Another issue is the role of the 
central and common-service agencies. 
Even with management reform in the 
public service and the resulting delega- 
tion of authority to departments, these 
agencies will still have a critical role to 
play. I think there has to be sufficient 
early challenge to any major projects 
that are presented. And, because of 
both the increasing complexity of 
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systems development projects and the 
number of agencies involved, roles and 
responsibilities need to be clear, with 
someone taking the lead role. 


1.74 Members of the Public Ac- 
counts Committee have expressed con- 
cern about the lack of flexibility and the 
rapid obsolescence of computer sys- 
tems. They also have been concerned 
about achieving return on investment 
from technology expenditures. I have 
committed the Office to a program of 
reviewing the development of major 
computer systems in the government. 


Sustaining Reform in 
the Public Service is 
Essential 


1.75 Last year I stressed the im- 
portance of management reform in this 
time of increasing global competitive- 
ness and restraint in spending, with the 
attendant need for more efficient and 
effective government. The govern- 
ment embarked on its current “re- 
newal” initiative, Public Service 2000 


(PS 2000), in December 1989. 


1.76 Public Service 2000, like ini- 
tiatives in many other countries, aims 
to streamline government structures, 
processes and systems, and make the 
public service less costly, more produc- 
tive, more innovative, and more ser- 
vice—oriented. It also aims to restore 
the public’s confidence in its public 
service, and to ensure that a highly 
qualified, professional public service 
will be maintained to meet the needs of 
Canada and Canadians. 


1.77 With the experience of the last 
year, I am even more convinced of the 
critical and urgent need to bring about 
the change in mindset that is the 
essence of public service renewal. Two 
aspects of this change that have not 
been adequately addressed are the need 
for more effective management and 
governmental accountability — with 
the emphasis on results rather than 
process — and the need to rethink the 
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whole concept of control, within the 
context of management reform. These 
issues are touched on elsewhere in this 
Report, including the next section on 
“Redefining the Place of Control”. 


Parliament needs to know the 
score 


1.78 Public Service 2000 is a very 
ambitious initiative. It cannot succeed 
without highly visible leadership, in- 
cluding the support and goodwill of 
those at the political level. Leadership 
and support must be present — and be 
seen to be present — consistently over 
the long haul. 


1.79 In the words of the Chairman 
of the Standing Committee on Public 
Accounts: 


“This reform is both important and 
desirable.... In the current climate 
of budgetary constraint, this may be 
the only means governments have 
of maintaining the current level of 
service provided to Canadians.” 


Because of its importance to taxpayers, 
this initiative deserves the interest and 
ongoing attention of all parliamen- 
tarians. They need to know about 
Public Service 2000 and whether prog- 
ress is being made. 


The government’s report on 
progress is important 


1.80 The government’s first an- 
nual report on the state of the public 
service and progress in implementing 
Public Service 2000, called for in the 
White Paper on Public Service Re- 
newal, was made public in late Sep- 
tember 1992. 


1.81 This report to the Prime Min- 
ister, for tabling in Parliament, presents 
the personal views of the former Clerk 
of the Privy Council on these matters. It 
illustrates through brief descriptions 
the variety of reform measures taken by 
central agencies and departments. 


1.82 Given its recent release, this 
Office cannot provide detailed 


comment. However, in broad terms, the 
report’s description of efforts under 
way in the public service is consistent 
with the impressions we have formed, 
based on our tracking of renewal activ- 
ities in central agencies and various 
departments. 


1.83 Although I have concerns 
about the extent to which renewal has 
taken root, I consider that the govern- 
ment’s report will enhance parliamen- 
tarians’ awareness of the situation. 


1.84 Future reports should focus 
on results. Understandably, this first 
government report reflects progress 
primarily in terms of activities com- 
pleted and ongoing in central agencies 
and departments. However, as imple- 
mentation continues, progress should 
be evaluated and reported in terms of 
results; for example, information on 
overhead costs, productivity, em- 
ployee attitudes about the work envi- 
ronment and their ability to meet 
service commitments, and the views of 
Canadians about the adequacy and 
costs of services provided. Timely 
reports of this nature should be avail- 
able to Parliament. 


1.85 As well, consideration of 
these reports by a parliamentary com- 
mittee would be important as a means 
of influencing the nature, direction, 
and pace of change: as an opportunity 
for Parliament to ensure that momen- 
tum is maintained and that change is 
real rather than illusory — that Cana- 
dians are benefiting. 


Our views on Public Service 2000 


1.86 Legislative change: a 
foundation stone not yet in place. In 
December 1989 the government stated 
that it would bring forward amend- 
ments to the 25—year—old legislative 
framework that governs staffing, staff 
relations and other aspects of how 
public servants are managed. Bill 
C-26, the Public Service Reform Act, 
has since been introduced, gained ap- 
proval in principle in the House of 
Commons, and been given lengthy 
consideration by a __ legislative 


committee. However, as I write this, 
almost three years after the initiative 
was begun, the passage of new legisla- 
tion is still not certain. 


1.87 It is my view that current 
public service human resource man- 
agement systems — such as those for 
job classification and staffing — are 
too costly, and do not provide the 
flexibility or encourage the adaptabil- 
ity needed today. Legislative change is 
crucial to modernizing these systems. 


1.88 Public service unions and 
others have opposed a number of the 
changes proposed in Bill C—26, and 
insist that different legislative changes 
are required. However, there is general 
agreement that legislative change is 
needed, and is long overdue — that the 
status quo is unacceptable. 


1.89 One suggestion made to par- 
liamentary committees is that the legis- 
lation governing human _ resource 
management in the public service 
should be reviewed by Parliament 
every five years. Such an approach has 
merit. It would lend itself to the 
introduction and assessment of new 
concepts that may be contentious. It 
might avoid, in future, the existing 
situation of a legislative framework 
that is viewed as having constrained 
positive change for too long. 


1.90 Departmental implementa- 
tion: at an early stage. With a few 
notable exceptions, departments are at 
an early stage in implementing their 
renewal initiatives. Genuine efforts are 
being made to improve service deliv- 
ery and the way public servants are 
managed — the key themes of Public 
Service 2000. Many projects are under 
way. 


1.91 A number of renewal initia- 
tives have been highly visible and have 
sought to involve employees at all 
levels. Evidence of some employee 
“buy-in” exists. But there are also 
departments where it has been prima- 
rily a “top down” approach, with li- 
mited employee involvement so far. 
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1.92 The focus of activities and 
rate of change vary considerably, both 
within and among departments. Our 
overall sense is that, even in the depart- 
ments whose initiatives are more ad- 
vanced, the process of change remains 
fragile. Much remains to be done to 
fully engage public servants — man- 
agers and employees at all levels. 


1.93 Changing attitudes: a 
major challenge. Bringing about a 
change in attitudes in an organization 
as large, diverse, and decentralized as 
the public service of Canada would 
present a challenge under the best of 
conditions. To attempt it in a climate 
characterized by labour unrest, finan- 
cial restraint, budget and staff reduc- 
tions, and other uncertainties that bear 
not only on the organization structure 
of the public service but on the job 
security of individuals, adds signifi- 
cantly to the difficulty of effecting 
change. It is important to not underesti- 
mate the task. 


1.94 Leadership from the top re- 
mains critical. Strong leadership from 
the Clerk of the Privy Council, with the 
support of other senior executives, has 
enabled the seeds of renewal to be 
planted. However, my concern is 
whether the necessary commitment is 
always present in departments and 
agencies — whether all that could be 
done is being done. In particular, I 
wonder if improved human resource 
management and the long-term health 
of the public service are being given the 
priority across government that they 
warrant. 


1.95 For renewal to take root 
throughout the public service, and for 
momentum to be maintained where it 
now exists, central commitment that is 
highly visible, and sustained, con- 
tinues to be essential. As the White 
Paper states, deputy heads must be held 
accountable “to promote vigorously 
the implementation of Public Service 
2000 in their departments”. 


1.96 Full benefits of reform: still 
to come. It is clear that a great deal of 
effort has been expended in developing 


The process of change 
remains fragile. 


Central commitment that 
is highly visible, and 
sustained, continues to be 
essential. 
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There is an urgent — and 
| stress urgent — need for 
the government to give 
public servants some 
general guidance on the 
place of control. 


Companies found that the 
need for effective control 
didn’t change, but the 
nature and location of 
control did. 
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a roadmap for change and in taking the 
first steps toward renewal. Some signs 
of service improvement are apparent. 
But in my judgment, the taxpayers of 
this country — and the employees of 
the public service — are still along way 
from reaping the full benefits of public 
service reform. 


Redefining the Place of 
Control 


1.97 The government has identi- 
fied the need to eliminate unnecessary 
controls and to delegate authority to 
public servants. Does this mean the 
government needs fewer controls — or 
different controls — to achieve ap- 
propriate overall control? 


1.98 At this stage in the reform 
process, I see a need to draw to 
Parliament’s attention the urgent — 
and I stress urgent — need for the 
government to give public servants 
some general guidance on the place of 
control in the new environment to be 
created under Public Service 2000. I 
believe that there are lessons about 
control that can be learned from the 
private sector, which has gone through 
a similar shift in management focus. 


The impact of public service 
reform on control 


1.99 The Office visited 40 large 
organizations in the private and public 
sectors and published the results in a 
report entitled “Internal Auditing in a 
Changing Management Culture”. 
These organizations spoke of a chang- 
ing business environment, with glo- 
balization, downsizing, increased 
competition, environmental protec- 
tion, and new technologies. They also 
spoke of fundamental changes in man- 
agement to deal with new realities. 
There are obvious parallels between 
these changes and the current efforts at 
management reform in the public ser- 
vice. 


1.100 The vast majority of the or- 
ganizations now view internal control 
in a much broader way than as tradi- 
tional financial controls. Control is an 
integral part of achieving results. 
These organizations have made sub- 
stantial reductions in their layers of 
management and have given more 
individual responsibility, or empower- 
ment, to line managers. The result is 
that many traditional central controls 
are gone; a layer of managers who 
controlled things directly from the 
centre is also gone. 


1.101 Nevertheless, these com- 
panies and others see control as essen- 
tial to success in today’s highly 
competitive business world. Com- 
panies found that the need for effective 
control didn’t change, but the nature 
and location of control did. The trend is 
to eliminate unnecessary controls or to 
transfer controls from _ corporate 
centres to the field, with more decision 
authority being placed in the hands of 
lower-level managers. 


1.102 In making this change, com- 
panies recognize that the design of 
control measures has to be responsive 
to the business risks in different cir- 
cumstances. Accordingly, companies 
are moving to central strategic control 
while providing front-line employees 
with basic rules, information, technol- 
ogy, and training. 


1.103 The federal government 
could learn from this trend. Chapter 4, 
Change and Control in the Federal 
Government, studies the question of 
effective control as part of public 
service reform. In shifting more deci- 
sion—making authority to front line 
public servants, Public Service 2000 
will affect control and accountability. 
The study suggests that this devolution 
of decision—making authority requires 
a modern and positive view of control. 
The challenge is to implement a new 
control framework that has the confi- 
dence of Parliament, central agencies 
and managers across the public service. 


Central agencies and departments 
must manage the risks of 
delegation 


1.104 Chapter 7 on the application 
of the Work Force Adjustment Policy 
reports on how departments handled 
some of the 13,000 payments and other 
benefits granted to public servants 
declared surplus who resigned before 
being laid off. About one third of the 
payments examined were well founded 
and in keeping with the intent and letter 
of the Policy. The results of the audit 
bring the lack of overall management 
control, probity, prudence and propri- 
ety into question. The Office found 
weaknesses in the human resource 
management framework at the depart- 
mental and central agency levels. Why 
did this occur? What are the lessons to 
be learned about management control 
in an environment of increasing del- 
egation? 


1.105 Where workforce  adjust- 
ments were found to have been well 
managed, the Office observed that 
managers had an understanding of the 
purpose of the work force reduction and 
of the context in which it was to be 
done. There was leadership starting at 
the top, providing direction and foster- 
ing commitment through participation 
and communication. There were sound 
management frameworks — including 
controls. 


All players should work in 
partnership 


1.106 There needs to be a partner- 
ship between all the players in central 
agencies and those in departments and 
there is a need for them to clarify their 
respective roles and responsibilities. 
While there is an obligation on the part 
of managers to inform central agencies 
of their activities, there is also an 
obligation on the part of central 
agencies to monitor what is happening 
in the field. Someone has to be looking 
at the big picture. 


Matters of Special Importance and Interest 


1.107. The government has articu- 
lated a set of values for the public 
service that are firmly rooted in the 
institutions of democratic government. 
It is essential that all those in the public 
service work by these values and moni- 
tor their own performance. In the 
White Paper on Public Service Re- 
newal, the government has stated these 
values as: 


e service to Canada and to Cana- 
dians; 


e loyalty to the duly elected govern- 
ment; 


e honesty, integrity and non-parti- 
sanship; 


e prudence in the use of taxpayers’ 
money; 


e faithfulness to the principles of 
fairness and impartiality; 


e professionalism in carrying out 
their duties; and 


e respect for ministers, other parlia- 
mentarians, members of the public 
and other members of the public 
service. 


Values like these should form the 
foundation of control. 


Promoting Answerable, 
Honest and Productive 
Government 


1.108 I came to the Office of the 
Auditor General with respect for our 
national institutions and with optimism 
about the future of our country. My 
feelings have not changed; they have 
only been affirmed. I believe that at this 
time in the history of our country, when 
fundamental questions are being raised 
about its future, this Office can play a 
role by continuing to encourage eco- 
nomical, efficient and effective gov- 
ernment. I think we owe it to past 
generations, who have built a strong 
nation, to preserve this heritage and to 
build on it. 


Someone has to be 
looking at the big picture. 


Values like these should 
form the foundation of 
control. 
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During the balance of my 
tenure | am committed to 
doing my part to 
strengthen the 
government's financial 
administration. 
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1.109 Two common themes in this 
chapter are the role of stewardship in 
government departments and 
agencies, and Parliament’s monitoring 
role in the interest of all Canadians. Itis 
obvious, during these difficult eco- 
nomic times, that there is a need for 
mutual respect, a shared sense of rights 
and accompanying obligations, and a 
commitment to frank dialogue be- 
tween government and the taxpayers. 
There must be good communication 
between these parties, and truth in 
budgeting and reporting. 


1.110 During the balance of my 
tenure I am committed to doing my part 
to strengthen the government’s finan- 
cial administration. This is essential to 
a strong, healthy country for this and 
future generations. Two immediate, 
urgent goals are to put accountability 
into operation and to ensure that Parlia- 
ment is provided with better informa- 
tion on the deficit. The national debt is 
serious but far from hopeless. I would 


like to see taxes put to work for 
Canadians, rather than seeing them 
used to pay interest on the public debt; 
to see Parliament provided with more 
future—-oriented information on the 
debt and the deficit, as well as more 
comparisons of planned performance 
with actual performance. 


1.111 Jam personally committed to 
making a difference for Canadian 
taxpayers by promoting, in all the 
Office’s work for Parliament, answer- 
able, honest and productive govern- 
ment. I intend that our audits will 
provide objective information and ad- 
vice to Parliament, to promote ac- 
countability and the best practices in 
government operations. 


1.112 We must keep our faith in our 
ability to improve things; we must 
never lose our optimism nor our belief 
that we can learn from history; and we 
must work together to find practical 
solutions that will narrow the elusive 
gap between the ideal and the possible. 


Follow-up and Other Audit Observations 


The Follow-up and Other Audit Observations have been conducted in accordance with the 
legislative mandate, policies and practices of the Office of the Auditor General. These 
policies and practices embrace the standards recommended by the Public Sector Accounting 
and Auditing Committee (PSAAC) of the Canadian Institute of Chartered Accountants. 
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Other Audit Observations 


Main Points 


2.1 The Auditor General Act requires the Auditor General to include in his annual Report 
matters of significance that, in his opinion, should be brought to the attention of the House of 
Commons. 


2.2 The Other Audit Observations chapter fulfils a special role in the annual Report. Other 
chapters normally describe the findings of the comprehensive audits we perform in particular 
departments; or they report on audits and studies of issues that relate to operations of the government 
as a whole. The Other Audit Observations chapter is used to report individual matters that have 
come to our attention during our financial and compliance audits of the Public Accounts of Canada, 
Crown corporations or other entities. It is also used to report some specific matters that have come to 
our attention during our comprehensive audits. 


2.3 The chapter contains a wide range of observations on departmental operations. The issues 
addressed generally concern failure to comply with authorities, poor cash management practices, 
inadequate control over revenue and the expenditure of money without due regard to economy. 


2.4 Although the individual audit notes report matters of significance, they should not be used 
as a basis for drawing wider conclusions about matters we did not examine. 
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Introduction 


2.5 This chapter contains matters 
of significance not included elsewhere 
in the annual Report that we believe 
should be drawn to the attention of the 
House of Commons. The matters 
reported have come to our notice 
during our financial and compliance 
audits of the Accounts of Canada or 
during our comprehensive, value—for— 
money audits. 


2.6 Section 7(2) of the Auditor 
General Act requires the Auditor 
General to call to the attention of the 
House of Commons any significant 
cases where he has observed that: 


e accounts have not been faithfully 
and properly maintained or public 


money has not been fully accounted - 


for or paid, where so required by 
law, into the Consolidated Revenue 
Fund; 


e essential records have not been 
maintained or the rules and pro- 
cedures applied have been insuffi- 
cient to safeguard and control 
public property, to secure an effec- 
tive check on the assessment, 
collection and proper allocation of 
the revenue and to ensure that 
expenditures have been made only 
as authorized; 


e money has been expended other 
than for purposes for which it was 
appropriated by Parliament; 


e money has been expended without 
due regard to economy or effi- 
ciency; or 


e satisfactory procedures have not 
been established to measure and 
report the effectiveness of pro- 
grams, where such procedures 
could appropriately and reasonably 
be implemented. 


2.1 Each of the matters of signifi- 
cance reported in this chapter was 
examined in accordance with generally 
accepted auditing standards, and 
accordingly our examinations 
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included such tests and other pro- 
cedures as we considered necessary in 
the circumstances. The matters 
reported should not be used as a basis 
for drawing conclusions about matters 
not examined. The instances that we 
have observed are described in this 
chapter under the appropriate depart- 
ment heading. 


Observations on 
Departmental 
Operations 


The Government of Canada 


Inappropriate use of section 5 of 
the Department of Agriculture Act 
as authority to spend $17.3 million 
on forestry matters and failure to 
correctly report the expenditure to 
Parliament 


This Office has reported previously on 
the Department of Agriculture’s exten- 
sive use of section 5 of the Department 
of Agriculture Act and Governor in 
Council authority to create new pro- 
grams. Until recently this use had 
been restricted to matters related to 
agriculture. In 1992, the government 
used section 5 to provide assistance to 
the Province of Manitoba for costs 
incurred as a result of its 1989 forest 
fires. In our view, the Department of 
Agriculture Act does not provide au- 
thority for spending related to forest 
fires. Such authority might be found, 
among other places, in either the 
Department of Forestry or Forestry 
Acts. By circumventing the use of 
these Acts, the transaction was not 
correctly reported to Parliament. 


2.8 Background. In 1987 and 
again in 1989, our Office reported on 
the erosion of accountability and of 
parliamentary control resulting from 
the Department of Agriculture’s use of 
section 5 of the Department of Agricul- 
ture Act and Governor in Council 
authority to create new programs. 
Section 5 provides that the “Governor 
in Council may assign any other power 


The audit notes contain 
matters of significance 
that the Auditor General is 
drawing to the attention of 
the House of Commons. 
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Parliament has little 
opportunity to debate the 
programs that section 5 
authorizes, and little basis 
for scrutinizing them even 
though it is being asked to 
vote moneys to fund 
them. 
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or duty to the Minister”. In the case of 
another department, we reported that a 
section with words similar to section 5 
was interpreted as providing the power 
to re-assign existing powers and 
duties, but not the power to create new 
ones. 


2.9 Regardless, the Department 
has made frequent use of this section to 
set up new programs and spend billions 
of dollars. By 1989, the Department 
had spent over $3 billion based on the 
use of section 5. Since then, an 
additional $900 million has been spent 
under this authority. As noted in the 
Auditor General’s 1989 Report, Parlia- 
ment has little opportunity to debate the 
programs that section 5 authorizes, and 
little basis for scrutinizing them even 
though it is being asked to vote moneys 
to fund them. 


2.10 Until 1992 the expenditures 
that have come to our attention have 
been restricted to agricultural matters. 
However, in 1992 the government used 
section 5 of the Department of Agricul- 
ture Act as its authority to spend 
$17.3 million to assist the Province of 
Manitoba with costs incurred as a result 
of its 1989 forest fires. In our view, the 
current Department of Agriculture Act 
does not provide any authority for 
forestry matters. However, section 9 of 
the Department of Forestry Act and 
section 3(c) of the Forestry Act are 
quite specific in allowing the Minister 
of Forestry to conclude agreements 
with the provinces for the purposes of 
forest protection. 


2.11 The following comprises a 
brief account of the key events that led 
the Department of Agriculture to pay 
for the costs incurred as aresult of forest 
fires: 


e In November 1988, the Canadian 
Crop Drought Assistance Program 
was announced in response to the 
severe drought experienced by pro- 
ducers in various regions of 
Canada. Subsequently, the partici- 
pating provinces agreed to share 


25 percent of the program’s cost. 
As of October 1990, the Province of 
Manitoba was the only participat- 
ing province that had not signed a 
Canadian Crop Drought Assistance 
Program agreement with the Gov- 
ernment of Canada. 


In the spring and summer of 1989, 
the Province of Manitoba expe- 
rienced severe forest fires, result- 
ing in the evacuation of almost 
24,000 people and expenditures 
exceeding $63 million. 


According to Department of Agri- 
culture officials, the province, in its 
endeavour to recover approxi- 
mately $30 million of its 1989 
forest fire costs, delayed signing a 
Canadian Crop Drought Assist- 
ance Program agreement and, 
hence, effectively forestalled its 
$37.7 million contribution. 


In March 1992, the Government of 
Canada agreed to assist the Prov- 
ince of Manitoba for up to 
$30 million of the Province’s costs 
resulting from the 1989 forest fires. 
The quid pro quo was that the 
Province of Manitoba would sign a 
Canadian Crop Drought Assistance 
Program agreement and _ pay 
Canada the $37.7 million that it 
owed. 


Under the authority of section 5 of 
the Department of Agriculture Act, 
$17.3 million was to be paid for 
costs incurred as a result of the 
forest fires. The remainder was 
paid out appropriately by two other 
federal departments for the 
amounts of $1.3 million and 
$11.4 million, under their respect- 
ive legislation. 


The Department of Agriculture’s 
amount was offset against the 
$37.7 million due to Canada under 
the Canadian Crop Drought Assist- 
ance Program. The outstanding 
balance of $20.4 million was to be 
paid by the Province of Manitoba in 
instalments. 


e Order-in-council approval was 
given using section 5 of the Depart- 
ment of Agriculture Act, to enter 
into an agreement to effect the 
$17.3 million transaction. 


2.12 Issues. In our view, section 5 
of the Department of Agriculture Act 
does not give the Government of 
Canada authority to act in forestry 
matters. Had either the Department of 
Forestry Act or the Forestry Act been 
used as the authority for the expendi- 
ture, the Department of Forestry would 
have required a supplementary esti- 
mate to fund it. 


2.13 In accounting for this transac- 
tion the Department of Agriculture 
netted the forest fire costs against the 
recovery of the expenditure under the 
Canadian Crop Drought Assistance 
Program, thereby failing to correctly 
report the $17.3 million expenditure 
and understating by that amount the 
amount spent under Vote 15 — Grants 
and Contributions. The Department’s 
non-tax revenue is understated by the 
same amount. The transaction was thus 
carried out without proper authority, 
and was not properly recorded in the 
accounts. 


2.14 Conclusion. In our opinion, 
the expenditure could have been 
properly made and disclosed if two 
separate agreements had been imple- 
mented: the first between the Province 
of Manitoba and the federal Minister of 
Forestry for $17.3 million, and a 
second agreement with the federal 
Minister of Agriculture for the provin- 
cial contribution of $37.7 million under 
the Canadian Crop Drought Assistance 
Program. 


Department’s response: The Depart- 
ment of Agriculture concurs with the 
facts as presented above. However, as 
in the past, the Department continues 
to disagree with the Auditor General's 
interpretation on the use of section 5 of 
the Department of Agriculture Act. 
Legal counsel for Agriculture Canada 
supports the departmental position 
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that the use of section 5 in this instance 
was appropriate. 


Department of Agriculture 


Lack of adequate controls over 
payments made to the Farm Credit 
Corporation for Farm Debt 
Review Fund Concessions 


The Department of Agriculture did not 
establish effective financial manage- 
ment and control over payments of 
$160 million from the Farm Debt 
Review Fund, made by the Depart- 
ment from the inception of the Fund in 
December 1986 to 31 March 1992. In 
our opinion, the Department needs to 
ensure that the terms and conditions 
that form the basis of payments, and 
the documentation required as evi- 
dence thereof, are clearly defined and 
built into the design of its programs, 
and ensure that these requirements are 
clearly communicated and understood 
by all participating organizations. 
Further, the Department should imple- 
ment timely ongoing post—audit com- 
pliance procedures. 


215 Background. The Farm Debt 
Review Act was enacted in June 1986 
to facilitate financial arrangements 
between farmers and creditors. The 
Act established a Farm Debt Review 
Board (FDRB) in each province. The 
Boards were to provide mediation 
services to assist farmers who were in 
financial difficulty or insolvent to 
reach agreements with their creditors. 
The FDRBs are managed and funded 
by the Department of Agriculture. 


2.16 The Farm Credit Corporation 
(FCC) is a wholly owned federal 
Crown corporation and a major holder 
of farm mortgages, which formed a 
significant portion of troubled farm 
debt when the FDRBs were created. In 
December 1986, the Farm Debt 
Review Fund was established by an 
order—in—council pursuant to section 5 
of the Department of Agriculture Act. 
It authorized the Minister of Agricul- 
ture to reimburse the FCC for certain 
types of concessions to farmers, arising 


When the reimbursements 
were authorized, the 
Department did not know 
whether the concessions 
met the conditions for 
reimbursement. 
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The Department was 
unreasonably slow in 
implementing post—audits 
to assess whether the 
reimbursements made from 
the Fund were warranted. 


from FDRB-mediated negotiations. 
The reimbursement would be in the 
form of a payment to the FCC from the 
Fund on behalf of the farmer. Total 
expenditures from the Fund were 
initially approved at $30 million and, in 
April 1988, the amount was increased 
by $300 million. 


217, The order—in—council set out 
the conditions that a concession had to 
meet to be reimbursed from the Fund. 
First, the FCC had to satisfy itself that 
the farmer had demonstrated manage- 
ment ability, and a satisfactory plan of 
operations that indicated the future 
viability of the farming operation. 
Second, FCC concessions to farmers 
that were proportionately greater than 
those given by other secured creditors 
were not reimbursable. The Fund was 
available only to the FCC. 


2.18 The Department approved re- 
imbursements to the FCC from the 
Fund based on a listing submitted by the 
FCC of concessions made to each 
farmer. Accordingly, when the reim- 
bursements were authorized, the 
Department did not know whether the 
concessions met the conditions for 
reimbursement. Making payments 
before obtaining evidence of.com- 
pliance with governing authorities is 
acceptable, provided that it is followed 
soon by a post—audit of the organization 
to whom the payments were made, to 
assess compliance with the terms and 
conditions establishing eligibility. The 
order—in—council assigned the Depart- 
ment the duty to do just that. However, 
for a reasonable basis for post—audit, it 
is essential that the Department ensure 
that the terms and conditions establish- 
ing eligibility are clearly defined; that 
these definitions are understood and 
agreed to by the recipient organization, 
along with agreement on requirements 
for documentation to provide sufficient 
and appropriate evidence that the eligi- 
bility criteria have been met; and that 
the post—audits are timely to ensure that 
problems are identified and resolved 
early. 


2.19 In June 1989, the Depart- 
ment’s internal audit division reported 
that post—audits of payments made by 
the Department to the FCC had not 
been done and recommended that the 
Department undertake to do them. We 
alsoraised this with the Departmentina 
management letter in connection with 
our audit of the summary financial 
statements of Canada for the year 
ended 31 March 1989, and in 1990 and 
1991 as well. The Department agreed 
with our observation and stated its 
intention to undertake post—audits in 
June 1990, designed to provide the 
Department with assurance as to the 
validity of claims paid and an assess- 
ment of the FCC’s internal controls and 
procedures over such claims. 


2.20 The results of the first post— 
audit were not reported until March 
1991, some five years after the first 
payments were made from the Fund 
and after the Department had author- 
ized payments for $120 million, to 
31 March 1991. In our opinion, the 
Department was unreasonably slow in 
implementing post—audits to assess 
whether the reimbursements made 
from the Fund were warranted. The 
delay in implementing post—audits is 
surprising, as there is evidence in 
departmental records as early as 1988 
raising concerns that some of the 
claims made by the FCC might not be in 
accordance with the viability criteria 
set out in the order—in—council. 


2.21 The Department made further 
payments for some $40 million from 
1 April 1991 to 31 March 1992 after 
receiving independent evidence from 
post audits in March 1991 and again in 
December 1991 that raised concerns as 
to whether what it had already paid had 
been in compliance with the order— 
in—council. 


2.22 To assess whether the conces- 
sions were in compliance with the 
order—in—council, the independent 
auditors engaged by the Department to 
Carry Out the post audits established 
audit criteria that among other things, 
expected the FCC concession files to 


contain clear documentation demon- 
strating management ability; and to 
also contain adequate financial state- 
ments and a satisfactory plan of oper- 
ations demonstrating future viability of 
the farming unit. They also expected 
the plan of operations to include an 
analysis of the net effect of the pro- 
posed concession(s) on the borrower’s 
cash flow and profitability. Finally, 
they did not believe that the criterion of 
proportionality could be met if other 
secured creditors did not participate in 
the FDRB process or grant aconcession 
to the borrower. In December 1991, the 
auditors reported that: 


e most of the FCC concession files 
tested did not contain documenta- 
tion to determine if the manage- 
ment ability criterion had been met; 


e many of the FCC concession files 
tested did not contain sufficient and 
appropriate documentation to 
determine if the future viability of 
operations criterion had been met; 
and 


e over half of the FCC concession 
files tested did not meet the propor- 
tionality criterion. 


2.23 At the time that the post audit 
took place, there was not a clear 
definition of viability in place and 
agreed to by all parties. 


2.24 Issue. In our opinion, post— 
audit control did not provide a mean- 
ingful financial management control 
because the Department did not clarify 
the terms and conditions of the order— 
in—council (such as future viability and 
proportionality); did not communicate 
to the FCC its requirements for suffi- 
cient and appropriate evidence to dem- 
onstrate compliance with the 
order—in—council; and did not carry out 
the audits on a timely basis. 


2.25 In May 1992, with less than 
one year left for approving payments 
from the Fund, the Department and the 
FCC agreed on criteria to support 
viability based on a proposal put forth 
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by the Department. The Department 
did not do any research and analyses in 
developing this proposal to the FCC. 
Authoritative research in this field 
indicates that the agreed upon criteria 
are excessively optimistic as they do 
not give adequate consideration to, 
among other things, an adequate 
reserve for unexpected expenses and 
equipment replacement, or the capac- 
ity to absorb even small adverse trends 
in harvests or markets. 


2.26 In June 1992, the Department 
requested and received order—in—council 
approval redefining proportionality. The 
revised order—in-council requires the 
FCC to act as any other responsible 
creditor in similar circumstances given 
its relative and net security position. 


221 Conclusion. In our opinion, 
the Department needs to improve its 
systems and procedures to ensure that 
the terms and conditions that form the 
basis of payments, and the documenta- 
tion required as evidence thereof, are 
clearly defined and built into the design 
of its programs; and to ensure that these 
requirements are clearly communi- 
cated and understood by all participat- 
ing organizations. Further, the 
Department should implement timely 
ongoing post—audit compliance pro- 
cedures for all programs under which 
payments are subject to this form of 
financial management control — nor- 
mally within one year of the start of a 
new program. We noted similar con- 
cerns about the effectiveness of post— 
audit compliance procedures in our 
1992 value-for-money audit of the 
farm income support programs. 


Department of _ Agriculture’s 
response: The Department agrees with 
the general thrust of these observations. 
However, the Department believes that 
its approach to this contribution 
arrangement is consistent with dealing 
with another federal government 
agency reporting to the same Minister in 
that it relied on FCC's knowledge and 
expertise to manage the Fund. When 
inconsistencies were discovered by the 
Department's audit, corrective action 


Many of the Farm Credit 
Corporation concession 
files tested did not contain 
sufficient and appropriate 
documentation to 
determine if the future 
viability of operations 
criterion had been met. 


Post-audit control did 
not provide a meaningful 
financial management 
control. 
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Tax arrangements for 
foreign affiliates are a 
concern for the Department 
of National Revenue — 
Taxation. 
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was taken to address the identified 
problems. 


Department of Finance 


Tax arrangements for foreign 
affiliates are costing Canada 
hundreds of millions of dollars in 
lost tax revenues 


In 1987 the Department of Finance 
announced that it would review the tax 
rules on interest deductibility, 
foreign-source income and foreign 
affiliates. The reviews have not been 
completed. In our view, the tax base is 
vulnerable and Canada has lost 
hundreds of millions of dollars in tax 
revenues. 


2.28 Background. In our 1986 
Report (Chapter 4, Income Tax 
Expenditures) we noted our concerns 
about tax avoidance mechanisms. We 
pointed out that it is both legitimate and 
advisable for taxpayers to seek expert 
advice on how to minimize their tax 
costs. However, although such advice 
can produce tax savings for them, it 
may subvert or greatly reduce the 
effectiveness of taxation provisions. 
Unlike tax expenditures, which give 
tax relief to taxpayers who have ful- 
filled conditions that further the gov- 
ernment’s specific economic and 
social objectives, tax avoidance mech- 
anisms do not. They do not relate to any 
specific legislative objectives and may 
usually be seen as frustrating the 
general intent of tax legislation. 


2.29 Avoidance mechanisms also 
have a negative effect on the equity and 
integrity of the tax system and on public 
attitudes toward voluntary com- 
pliance. Access to such mechanisms is 
usually limited to those who can afford 
expensive advice. Those who cannot, 
therefore, may be denied equitable or 
even—handed treatment. 


2.30 Recognizing that it is vir- 
tually impossible to anticipate every 
tax avoidance mechanism, we recom- 
mended in 1986 that, when they are 
identified, the government act to elim- 
inate them. 


231 The Standing Committee on 
Public Accounts, in its Report of 
20 December 1989 dealing with a fed- 
eral sales tax avoidance problem, rec- 
ommended that the Department of 
Finance ensure that tax avoidance be 
closely monitored, and that it put 
forward proposals for dealing as soon 
as possible with significant revenue 
losses when those losses become 
apparent. 


2.32 The Income Tax Act provi- 
sions dealing with the foreign affiliate 
rules and foreign source income are 
complex, as are the arrangements for 
foreign affiliates. It is our intention to 
explain the situation fairly and without 
undue complexity. Our concern is with 
transactions that can be structured to 
circumvent the intent of the law. 


2.33 Issues. In 1987 the Depart- 
ment of Finance announced that it 
would review the tax rules on interest 
deductibility, foreign—source income 
and foreign affiliates. The reviews 
have not been completed. 


2.34 Tax arrangements for foreign 
affiliates are a concern for the Depart- 
ment of National Revenue — Taxation 
(NRT). Onanumber of occasions, NRT 
has advised the Department of Finance 
about concerns it has with existing 
legislation. 


2.35 Interest deductibility. In 
very general terms, the law allows a 
Canadian-resident corporation to 
deduct interest on funds it borrows for 
the purpose of investing in a foreign 
affiliate. Itis not necessary to match the 
interest expense for that investment 
with the income it generates. 


2.36 When a Canadian company 
Carries on business outside Canada 
through a foreign affiliate, the interest 
expense associated with its investment 
in the foreign affiliate can be deducted 
in Canada, while the related income is 
reported in the foreign jurisdiction. 
The Department of Finance has 
advised us that this treatment is in 
accordance with that of other countries 


and that it is designed to encourage 
international competitiveness. 


2.37 That deduction of interest 
reduces Canada’s tax revenue and, at 
the same time, the related income is not 
necessarily subject to tax in Canada — 
it may be received as a tax exempt 
dividend and may never appear in the 
Canadian tax base. This exemption 
was intended as a proxy for a Canadian 
system of foreign tax credits. 


2.38 Even if dividends from their 
foreign affiliates in high-tax countries 
were included in the income of 
Canadian corporations, any Canadian 
tax payable would be offset by the 
Canadian tax credits given for the 
underlying foreign taxes, paid by the 
foreign affiliates. This would produce 
no tax for Canada (to do otherwise 
would result in double taxation), but 
the corporations could deduct any 
related interest from their income in 
Canada. 


2.39 If the exemption system were 
repealed, there would still be the issue 
of deferral. In other words, the interest 
cost to the Canadian corporation would 
be deductible in the current year, but 
dividends from its foreign affiliates 
would be included in income only as 
they were received. 


2.40 If Canada’s tax rates are 
higher than those of other jurisdictions 
there is an incentive to incur and deduct 
interest in Canada. 


2.41 In 1990 the Department of 
Finance advised us that the issue of 
matching interest expense with related 
income had already been “the subject 
of extensive review with a view to 
arriving at a proper tax policy”. 


2.42 Tax exempt dividends from 
foreign affiliates. The rules on foreign 
affiliates enable a Canadian corpo- 
ration to receive, tax free, active busi- 
ness income earned by its qualified 
foreign affiliates. Such a foreign 
affiliate must be resident in one of the 
countries designated in the Income Tax 


Other Audit Observations 


Regulations (see Exhibit 2.1), and the 
active business income must be earned 
in a country so designated, or in 
Canada. The dividends are not subject 
to Canadian tax, on the basis that the 
underlying income has been taxed by a 
foreign state at arate that approximates 
Canadian rates. As previously men- 
tioned, exempting dividends from tax 
was intended as a proxy for a Canadian 
system of foreign tax credits. 


2.43 As Exhibit 2.1 shows, a 
number of the designated countries 
have low tax rates or are tax havens, and 
certain types of income earned in them 
thus may not be subject to tax at a rate 
that approximates Canadian rates. 


2.44 Also, a foreign affiliate in a 
tax haven country that is not designated 


Certain dividends are not 
subject to Canadian tax on 
the basis that the 
underlying income has 
been taxed by a foreign 
state. 


Exhibit 2.1 


Designated Countries 
(Certain dividends from these countries 
can enter Canada tax free) 


COUNTRIES WHERE A TREATY IS IN EXISTENCE 


Australia Germany Norway, not 
Austria Guyana including Svalbard 
Bangladesh India (including Bear Island), 
BARBADOS Indonesia Jan Mayen and the 
Belgium IRELAND Norwegian 
Brazil ISRAEL dependencies outside 
Cameroon Italy Europe 
China Jamaica Pakistan 
Céte d’ Ivoire Japan Philippines 
CYPRUS Kenya Romania 
Denmark Korea SINGAPORE 
Dominican Republic Malaysia Spain 
Egypt MALTA Sri Lanka 
Finland Morocco Sweden 
French Republic NETHERLANDS, not SWITZERLAND 
European Departments, including the Thailand 
Saint-Pierre and Netherlands Trinidad and Tobago 
Miquelon, overseas Antilles Tunisia 
departments of New Zealand, not USSR 
Guadeloupe, Guyane, including U.K. and Northern Ireland 
Martinique, Réunion, Cook Islands, U.S.A., not including its 
but not including Niue or Territories 
overseas Territories Zambia 


Tokelaw 


LIBERIA 


COUNTRIES WITHOUT A TREATY 


1 Mederia is considered to be a tax haven. 


Countries in /TALIC are often referred to as tax havens. 


COUNTRIES WHERE A TREATY HAS BEEN SIGNED, BUT IS NOT IN FORCE YET 


ANTIGUA MONTSERRAT SAINT LUCIA 
Argentina PORTUGAL! SAINT VINCENT 
Belize SAINT KITTS and Senegal 
DOMINICA NEVIS-ANGUILLA 
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Income earned in a tax 
haven may receive 
preferential treatment 
over income earned in 
Canada and subjected to 
Canadian tax. 


A number of schemes have 
been devised to convert a 
taxable distribution into a 
tax-exempt distribution. 
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may technically be resident in a desig- 
nated country; dividends from it can 
then be passed on to its Canadian 
affiliate without being subject to 
Canadian tax, even though the underly- 
ing income has not been subject to 
foreign tax at a rate that approximates 
Canadian rates. The Department of 
National Revenue — Taxation is aware 
of anumber of taxpayers who have used 
this scheme to be in a position to move 
$500 million into Canada tax free. 


2.45 Determining residency is a 
complex matter and is a question of 
fact. 


2.46 The system was intended to 
ensure that income entering Canada 
would be taxed by Canada if it had not 
been previously taxed by a foreign state 
at a rate that approximated Canadian 
rates. This is not what is happening in 
many situations. 


2.47 To further complicate 
matters, low-taxed or tax-free off- 
shore income of a Canadian corpo- 
ration carries the same federal and 
provincial tax credits for Canadian 
shareholders, on dividends paid to 
them, as taxed income from a Canadian 
source. Income earned in a tax haven 
may thus receive preferential treat- 
ment over income earned in Canada 
and subjected to Canadian tax. In our 
view, this provides an incentive to 
maximize the income of a foreign 
affiliate. In 1990 the Department of 
Finance advised us that the amounts 
claimed as tax credits in such cases are 
“not likely to be of significant magni- 
tude to warrant legislative action”. 


2.48 Taxable dividends from 
foreign affiliates. Dividends received 
from non-qualified foreign affiliates 
(those resident in a country not desig- 
nated in the Income Tax Regulations), 
and dividends received from income 
other than active business income of 
qualified foreign affiliates, are con- 
sidered to be paid out of taxable 
surplus. These dividends are taxable on 
entering Canada, with a credit given to 
the Canadian corporation for the 


underlying foreign tax paid by the 
foreign affiliate. Consequently, there is 
an incentive to defer such distributions, 
or to disguise them, when the foreign 
affiliate’s income is subject to foreign 
tax rates that are lower than Canadian 
tax rates. 


2.49 A number of schemes have 
been devised that often are referred to 
as “surplus stripping” schemes. These 
involve the conversion of taxable sur- 
plus into tax-exempt surplus. It is also 
possible to use an “upstream loan” 
scheme to disguise a distribution into 
Canada — a foreign affiliate distributes 
money to a Canadian parent or affiliate 
by way of a loan or share purchase. 


2.50 Other related problems. A 
number of other problems have been 
identified. We comment on one below. 


7A | Foreign Accrual Property 
Income (FAPI). The FAPI rules are a 
key anti-avoidance element of the 
current system. Their purpose is to 
eliminate the tax advantage of earning 
passive investment income, such as 
interest in a controlled foreign affiliate. 
This is done by attributing the passive 
investment income earned by the 
foreign affiliate to the Canadian share- 
holders. 


2.52 A key concern is the fact that 
the Income Tax Act does not define 
active or passive income in the context 
of the FAPI rules. The absence of a 
definition is of concern to the Depart- 
ment of National Revenue — Taxation. 
It makes the law difficult to administer 
and difficult for taxpayers to comply 
with. The limited case law indicates 
that the meaning of active business 
income for purposes of FAPI rules may 
be derived from the case law dealing 
with the pre-1979 meaning of active 
business income in the context of the 
small business deduction rules. That 
case law gives a very broad meaning to 
active business income. The meaning 
of active business income for purposes 
of the small business deduction rules 
was subsequently altered by specific 
amendments to the Income Tax Act. 
These amendments were not extended 


to the FAPI rules. Accordingly, the 
meaning of passive income for the 
FAPI rules may be very narrow. As a 
result, there is no reasonable assurance 
that the rules will apply in all circum- 
stances where they should. 


2.53 The General Anti—Avoidance 
Rule (GAAR) was enacted in Sep- 
tember 1988, subsequent to the tax 
arrangements for foreign affiliates 
referred to in paragraph 2.56. The 
General Anti-Avoidance Rule will 
apply to tax arrangements which result 
in a misuse of the provisions of the 
Income Tax Act or an abuse, having 
regard to the Act read as a whole. 


2.54 We are unable to provide 
Parliament with reasonable assurance 
that GAAR will have any significant 
impact on the problems identified in 
this note. Tax arrangements for foreign 
affiliates continue to be of concern to 
the Department of National Revenue 
— Taxation and in September 1990, it 
again advised the Department of 
Finance of its concerns. As of Sep- 
tember 1992 no reassessments have 
been issued under GAAR. 


2.55 How taxpayers use the 
rules, These tax rules are being used to: 


e transfer foreign subsidiaries’ losses 
to their Canadian parents; 


e move Canadian 
income offshore; and 


corporations’ 


e convert income of Canadian cor- 
porations into tax-free income. 


2.56 The Netherlands Antilles, 
Barbados and the Netherlands often are 
referred to as tax havens. The follow- 
ing tax arrangements for foreign affili- 
ates have been identified by the 
Department of National Revenue — 
Taxation. 


e A Netherlands Antilles subsidiary 
(under Canadian tax law the com- 
pany is aresident of Switzerland but 
under Swiss law it is not considered 
to be a resident of Switzerland) of a 
Canadian company had assets of 
$865 million and income of 
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$92 million not subject to the FAPI 
rules. Although the income of the 
foreign subsidiary has not been 
taxed at a rate that approximates 
Canadian rates, it can be trans- 
ferred to the Canadian parent as 
tax-free dividends. The offshore 
income is not taxed on entering 
Canada, but it carries with it 
federal and provincial tax credits 
on dividends paid out to Canadian 
shareholders. The Canadian parent 
incurred the financing costs for its 
investment in the subsidiary and 
reported a tax loss in Canada of 
$29 million. 


A Canadian company transferred 
$318 million in investments to its 
Barbados subsidiary, which gener- 
ated income of $37 million, not 
subject to the FAPI rules, in six 
months. Although the income of 
the subsidiary has not been taxed at 
a rate that approximates Canadian 
rates, it can be transferred to the 
Canadian parent as tax-free divi- 
dends. The offshore income is not 
taxed on entering Canada, but it 
carries federal and provincial tax 
credits on dividends paid to 
Canadian _ shareholders. The 
Canadian parent incurred the 
financing costs for its investment in 
the Barbados subsidiary and 
reported a tax loss in Canada. 


A Canadian company’s U.S. affili- 
ate has $684 million in cash and 
short-term deposits, which orig- 
inated in the Canadian company. 
Investment income earned by the 
U.S. affiliate was used to absorb its 
U.S. tax losses. The related interest 
expense for the investment in the 
U.S. subsidiary is deducted in 
Canada. Although the Department 
of National Revenue — Taxation 
deemed that the investment income 
was subject to withholding tax, this 
scheme had the effect of transfer- 
ring U.S. tax losses to Canada. 


Another Canadian company’s U.S. 
affiliate has $672 million in cash 
and short-term deposits, which 
originated in the Canadian 


In September 1990, the 
Department of National 
Revenue — Taxation again 
advised the Department 
of Finance about 
concerns it has with 
existing legislation. 


Taxpayers can transfer 
foreign subsidiaries’ 
losses to their Canadian 
parents; move Canadian 
corporations’ income 
offshore; and convert 
income of Canadian 
corporations into tax-free 
income. 
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Canadian corporate 
taxpayers “invested” 
$16.1 billion in Barbados, 
Cyprus, Ireland, Liberia, 
the Netherlands and 
Switzerland, all 
considered tax havens. 
In 1990 Canadian 
companies received over 
$600 million in dividends 
from these countries. 


In our view it is 
reasonable to conclude 
that hundreds of millions 
of dollars in tax revenue 
have already been lost 
and will continue to be at 
risk. 
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company. Investment income 
earned by the U.S. affiliate was 
used to absorb its U.S. tax losses. 
The related interest expense for the 
investment in the U.S. subsidiary is 
deducted in Canada. This scheme 
effectively transferred U.S. tax 
losses to Canada. 


A Canadian company’s Hong Kong 
affiliate has $62.4 million in cash and 
short-term deposits, which orig- 
inated in the Canadian company. 
Investment income earned by the 
Hong Kong affiliate was used to 
absorb its Hong Kong tax losses. The 
related interest expense for the 
investment in the Hong Kong sub- 
sidiary is deducted in Canada. This 
scheme effectively transferred Hong 
Kong tax losses to Canada. The 
Department of National Revenue — 
Taxation’s tax avoidance unit has 
been reviewing this case since 1990. 


A Canadian company has 
$1.6 billion in interest-free advances 
and a $133 million investment in its 
Netherlands’ foreign affiliate. This 
investment generated $130 million 
in income not subject to the FAPI 
rules for the foreign affiliate. 
Although the income of the foreign 
affiliate was not taxed at a rate that 
approximates Canadian rates, the 
$130 million can come to the 
Canadian company tax free. This 
offshore income is not taxed on 
entering Canada, but it carries federal 
and provincial tax credits on divi- 
dends paid out to Canadian share- 
holders. The Canadian company 
reported a tax loss. 


2.57 Significant amounts of tax 
revenue are at risk. The cases cited 
above indicate the magnitude of the 
situation. There are also other indica- 
tors of magnitude. 


We analyzed National Revenue — 
Taxation’s 1990 information return 
(T106) database. We found that at 
that time Canadian corporate 
taxpayers had “invested” 
$92 billion ($42 billion in loans and 


$50 billion in equity) in non-resi- 
dent companies that they were not 
dealing with at arms’ length and, in 
1990, they had received over 
$4.2 billion in dividends from 
them. 


Of this total amount of $92 billion: 


$5.2 billion was “invested” in 
companies in Barbados, a tax 
haven. In 1990 Canadian 
companies received over 
$400 million in dividends from 
companies in Barbados. Active 
business income earned in 
Barbados can enter Canada tax 
free. This income carries federal 
and provincial tax credits on divi- 
dends paid out to Canadian share- 
holders. 


$10.9 billion was “invested” in 
companies in Cyprus, Ireland, 
Liberia, the Netherlands and 
Switzerland, all considered tax 
havens. In 1990 Canadian 
companies received over 
$200 million in dividends from 
companies in these countries. 
Active business income earned in 
these countries can enter Canada 
tax free. This income carries 
federal and provincial tax credits 
on dividends paid out to Canadian 
shareholders. 


The information returns do not 
indicate the full extent of the finan- 
cial activity between parties in 
Canada and in foreign states. They 
disclose only transactions that are 
technically defined as not arms’ 
length. For example, a Canadian 
company that has a 50 percent 
interest in a company resident in a 
designated tax haven country and 
that, in 1990, received over 
$17.5 million in dividends from the 
non-resident, was not required to 
file the T106 information return. 


2.58 In our view, it is reasonable to 
conclude that hundreds of millions of 
dollars in tax revenue have already 
been lost and will continue to be at risk. 


2.59 In the view of the Department 
of Finance, it is not possible to quantify 
how much tax revenue is being lost 
under the existing regime or to predict 
whether changing the existing regime 
would result in any increase in tax 
revenue. Further, any change in tax 
legislation would be accompanied by 
behavioral changes on the part of 
taxpayers. In their view, taxpayers 
would attempt to structure transactions 
in order to avoid any additional tax and, 
where this was not possible, they could 
refrain from entering into transactions 
in the first place. In either case, the 
Department believes that it is not clear 
to what extent changing the rules would 
result in any added tax revenue to the 
government. 


2.60 However, the tax rules on 
foreign source income and foreign 
affiliates have now been in place for 
about sixteen years. We recognize that 
these problems are complex and that 
they are not unique to Canada. Never- 
theless, the tax base is vulnerable and 
losses will continue until the issues are 
resolved. 


2.61 Itis important that the reviews 
of interest deductibility, foreign source 
income and foreign affiliates previ- 
ously announced be completed. When 
amendments are presented to Parlia- 
ment, a statement of legislative intent 
should accompany them to ensure that 
the government can subsequently be 
held accountable. 


Department’s response: The audit 
note alleges anumber of concerns with 
respect to the taxation of foreign 
affiliates and foreign source income. 
In particular, the Auditor General 
claims that hundreds of millions of 
dollars in tax revenue are being lost. 
This claim is unsubstantiated. The 
existing foreign affiliate regime accu- 
rately reflects the policy intention of 
Parliament and provides for the tax- 
ation of all income that is intended to 
be subject to Canadian income tax. 
Moreover, any theoretical revenue 
gains that might be realized by amend- 
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ing the Income Tax Act would be 
largely offset as a result of behavioral 
changes on the part of taxpayers. 
Specifically, any significant change in 
the existing rules would likely result in 
large numbers of businesses moving 
completely offshore. This would 
weaken the Canadian economy with- 
out generating any additional tax 
revenue. 


Notwithstanding the fact that the 
foreign affiliate rules do not result in 
the revenue loss that the Auditor 
General claims, in many instances the 
concerns he raises are ones that are 
Shared by the Department of Finance 
and that have been the subject of 
extensive analysis and remedial action 
over the last several years. This area 
is, however, one of the most compli- 
cated in the Income Tax Act and while 
it often appears to produce results that 
are questionable, these results are 
necessitated by fundamental policy 
considerations. Accordingly, before 
commenting specifically on _ the 
Auditor General’s concerns, it is 
important to elaborate on some of the 
basic considerations that must be 
taken into account in designing a 
system for the taxation of foreign 
source income. 


Background. Canada has had to 
struggle with two conflicting goals. 
The goal of economic efficiency 
argues for a system which preserves 
capital export neutrality. This is 
achieved when foreign source income 
is subject to the same effective tax rate 
as domestic source income, leaving 
taxpayers indifferent, at least from a 
tax perspective, as to whether they 
invest inside or outside of Canada. 
Conversely, the goal of competitive- 
ness argues for capital import neutral- 
ity. This requires that a Canadian 
investing in a foreign country be 
subject to tax at the same effective rate 
as a resident of that country. From a 
tax perspective, this ensures a level 
playing field between Canadian and 
non—Canadian businesses operating 
internationally. 


The tax rules on foreign 
source income and 
foreign affiliates have now 
been in place for about 
sixteen years. The tax 
base is vulnerable. 
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In a world where countries maintain 
different tax systems, it is impossible to 
achieve both capital import and capi- 
tal export neutrality. Accordingly, 
Canada has opted for a system that 
ensures capital export neutrality with 
respect to certain types of income and 
capital import neutrality with respect 
to other types of income. Specifically, 
in the case of passive income (i.é., 
investment income such as interest, 
dividends and rent) the tax policy 
concern is that taxpayers will attempt 
to shelter income in tax haven 
countries in order to defer the payment 
of Canadian tax. As a result of this 
concern, the Income Tax Act contains 
what are commonly referred to as the 
Foreign Accrual Property Income 
(FAPI) rules. The FAPI rules are 
intended to ensure that passive income 
earned by certain foreign affiliates is 
accrued and subject to Canadian tax 
on a current basis (i.e., annually), 
thereby eliminating the potential for 
deferral and hence the tax incentive to 
shift income offshore. 


Conversely, in order to preserve the 
international competitiveness of 
Canadian businesses, active business 
income that is earned offshore by a 
foreign affiliate is not required to be 
accrued and is subject to tax only in 
the foreign jurisdiction. Furthermore, 
where such income is earned in a 
“listed country” (basically countries 
with which Canada has entered into a 
tax treaty) it may be repatriated (i.e., 
paid back as a dividend) to Canada on 
a tax-free basis. The ability to receive 
dividends from a foreign affiliate on a 
tax-free basis is intended, at least in 
part, as a proxy for the foreign tax 
credit that would have been available 
to the Canadian company if it had 
carried on its business through a 
foreign branch rather than a subsidi- 
ary. It also helps to ensure that there is 
no tax impediment to corporations 
re—investing their foreign earnings in 
their Canadian operations. 


Finally, in formulating our policy with 
respect to the taxation of foreign 


source income, it was necessary to 
recognize that there are substantial 
costs inherent in implementing a sys- 
tem that deviates substantially from 
international norms. As is noted later, 
such international norms are largely 
responsible for the policy not to spe- 
cifically restrict the deductibility of 
interest on money borrowed to invest 
in a foreign affiliate. Ultimately, 
Canada finds itself in the position of 
having to balance tax theory with the 
economic realities of the international 
marketplace. To a large degree, 
international norms limit the range of 
options available to the Canadian 
government and, in this context, the 
government's policy has generally 
been to favour competitiveness con- 
cerns over those of revenue gener- 
ation. Nonetheless, the Department of 
Finance continues to study those rules 
relating to the taxation of foreign 
source income, both in Canada and in 
other countries, with a view to ensur- 
ing that the Income Tax Act produces 
results that are fair overall and main- 
tain a reasonable balance between 
competing policy objectives. 


Tax avoidance. The audit note begins 
by making some general observations 
on the inappropriateness of tax avoid- 
ance, with the underlying implication 
that the problem of tax avoidance in 
the foreign affiliate area has not been 
properly addressed. 


However, the note ignores the fact that 
numerous amendments to the foreign 
affiliate rules have been implemented 
over the last several years. As well, 
given the creativity of taxpayers in 
devising new avoidance transactions, 
it is frequently impossible either to 
anticipate a particular avoidance 
scheme or to specifically legislate 
against it. It was against this back- 
ground that the General Anti—Avoid- 
ance Rule (GAAR) was introduced into 
the Income Tax Act — effective for 
1988 — in order to provide Revenue 
Canada with the legislative tool 
necessary to deal with unanticipated 
tax avoidance. While GAAR is still 


relatively new, it is anticipated that 
Revenue Canada will apply it on a 
regular basis in those cases which 
involve abusive tax avoidance. Rather 
than attempting to attack each avoid- 
ance scheme, a general anti-avoid- 
ance rule is a much more useful tool to 
deal with avoidance transactions. In 
the short time since its introduction the 
professional community has found it to 
be a matter that must be taken into 
consideration in any tax planning 
format. 


Interest deductibility. The principal 
concern raised in the note is that a 
Canadian resident who _ borrows 
money in order to acquire shares in a 
foreign affiliate will, subject to the 
general rules regarding interest 
deductibility, be able to deduct the 
interest on the borrowed money as an 
expense, even though the income 
earned by the foreign affiliate may not 
be subject to Canadian tax on a 
current basis and, in many cases, may 
be repatriated to Canada tax-free. 


While this clearly gives rise to a 
mismatching of income and expenses, 
it is important to note that, at least 
historically, it also represents the 
international norm. Departing from 
this norm (i.e., denying Canadians a 
deduction for interest when, in similar 
circumstances, other countries would 
permit an interest deduction for their 
residents) would have a significant 
impact on Canada’s international 
competitiveness and, ultimately, could 
result in a considerable number of 
Canadian businesses either moving 
offshore or being forced out of foreign 
markets. Moreover, it is not always 
appropriate that the expenses related 
to a particular investment be deduct- 
ible only against the income from that 
investment. For example, where an 
investment generates losses, such a 
narrow approach would have the 
effect of denying taxpayers a deduc- 
tion for legitimate business expenses 
and would represent a_ significant 
disincentive for Canadians to invest in 
new ventures. Finally, the ability to 
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repatriate certain income on a tax- 
free basis is intended both as a substi- 
tute for allowing a foreign tax credit in 
respect of the foreign source income 
and to eliminate any tax impediment to 
corporations reinvesting their foreign 
earnings in their Canadian oper- 
ations. 


Consequently, while the government 
continues to monitor developments in 
other countries, it has refrained from 
making changes that would have the 
potential to damage Canada’s interna- 
tional competitiveness. As was indi- 
cated earlier, the exact balance to be 
struck between capital export and 
capital import neutrality is not easily 
achieved. In this regard, Canada — in 
keeping with most industrialized 
countries — has chosen to encourage 
international competitiveness at the 
expense of revenue generation. 
Where, however, technical anomalies 
with the existing rules are identified, 
they are dealt with on an ongoing 
basis. 


Exempt dividends from foreign affili- 
ates. The audit note criticizes the fact 
that dividends from Canadian corpo- 
rations qualify for the dividend tax 
credit even when they are paid out of 
foreign source income that has not 
been subject to either Canadian or, in 
many cases, foreign income tax. The 
note also observes that although the 
ability to receive dividends on a tax— 
free basis (“exempt dividends”) was 
intended as a substitute for a foreign 
tax credit system, exempt dividends 
may be received from a foreign affili- 
ate even where the affiliate is based in 
a tax haven country and therefore is 
effectively not subject to any foreign 
tax. In this regard, the Auditor 
General has provided a number of 
examples of ostensibly abusive trans- 
actions and concludes that hundreds 
of millions of dollars in tax revenue are 
being lost. 


The availability of the dividend tax 
credit is fundamental to the elimi- 
nation of double taxation. This goal is 
equally appropriate in the context of 
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Canadian as well as foreign source 
income. The ability of foreign affili- 
ates to pay out exempt dividends also 
represents a strong incentive for other 
countries to enter into treaty negoti- 
ations with Canada, further contribut- 
ing to the elimination of double 
taxation generally. 


Furthermore, the dividend tax credit is 
as much an inducement to invest in the 
equity of Canadian companies as it is a 
credit for taxes paid at the corporate 
level. Given this, the precise composi- 
tion of a corporation's income is 
irrelevant. Under the Canadian tax 
system, earnings are not segregated by 
source. Rather, funds are co—mingled 
and the dividend tax credit is available 
in respect of all earnings, regardless of 
the amount of underlying tax which 
may have been paid by the corpo- 
ration. Ona practical level, eliminat- 
ing the dividend tax credit for 
dividends paid out of foreign source 
earnings would simply result in cor- 
porations paying dividends only out of 
their Canadian source earnings. 
Moreover, based on the examples in 
the note, there is no indication of the 
extent, if any, to which exempt divi- 
dends received from foreign affiliates 
are flowed out to Canadian taxpayers, 
who are eligible for the dividend tax 
credit. Accordingly, there is no evi- 
dence that the availability of the 
dividend tax credit in respect of 
foreign source income represents a 
serious problem. 


With respect to the ability of corpo- 
rations to receive exempt dividends 
from foreign affiliates based in “desig- 
nated countries” that are tax havens, 
historically Canada’s policy was to 
designate countries once we had 
entered into tax treaty negotiations 
with them. In some _ instances, 
although negotiations were com- 
menced, no treaty was ratified. Not- 
withstanding this, certain countries 
continued to be designated in the 
expectation that a tax treaty would be 
entered into at a future date. Since the 
early 1980s, however, Canada has had 


a general policy of neither designat- 
ing, nor entering into tax treaties with, 
countries that are considered to be tax 
havens. Difficulties arise, however, 
where a country introduces tax prefer- 
ences into its law only after it has 
concluded a treaty with Canada. In 
this respect many countries that intro- 
duce such tax preferences are really no 
different from Canada, which also 
offers limited tax preferences in order 
to stimulate certain sectors of the 
economy. 


The Department of Finance is, how- 
ever, currently considering a number 
of proposals to address these issues. In 
particular, the list of designated 
countries is continually under review 
as a result of changes to our treaty 
network, with a view to adding new 
countries with which tax treaties have 
been entered into and _ removing 
countries with which tax treaties are 
not in effect. In addition to this, the 
Income Tax Act and Regulations con- 
tain several provisions to ensure that 
income earned in tax haven countries 
cannot generally be brought back to 
Canada tax-free. Where there is a 
concern that a foreign affiliate based 
in a tax haven country has attempted to 
circumvent these rules, the arrange- 
ment should be attacked by Revenue 
Canada on the basis of either the 
specific rules in the Income Tax Act or 
GAAR. 


Taxable dividends from foreign affili- 
ates. The audit note observes that even 
where a foreign affiliate is not able to 
pay exempt dividends, an incentive 
may exist to defer distributing income 
in order to postpone paying Canadian 
tax. The note also provides a number 
of examples of instances in which the 
foreign affiliate rules may have been 
circumvented. 


Once again, the appropriate policy 
response to the issue of deferral necessi- 
tates weighing the desirability of capital 
export neutrality against that of capital 
import neutrality. Thus, in those situ- 
ations where it is reasonable to conclude 
that the principal reason for earning or 


retaining income in a foreign affiliate is 
to avoid Canadian tax, the FAPI rules 
are intended to ensure that the income is 
accrued and subject to tax on a current 
basis in Canada. Where, however, there 
are legitimate business reasons for the 
income being eared or retained off- 
shore, competitiveness concerns dictate 
that it should be taxed only when it is 
brought back to Canada. 


Other related problems. The FAPI 
rules, which are designed to prevent 
taxpayers from sheltering investment 
income offshore, drive off the distinc- 
tion between active and passive 
income (with only the latter being 
subject to tax on an accrual basis). 
The audit note criticizes the lack of any 
definition as to what constitutes active 
and passive income. The audit note 
also puts forth a list of examples to 
demonstrate the apparent ease with 
which tax avoidance occurs. 


Although the Income Tax Act does not 
define active and passive income, the 
policy underlying these concepts is 
well understood by the business com- 
munity. The terms have also been 
commented on extensively by the 
courts and the principles underlying 
their characterization are well estab- 
lished. Given this, there is little 
foundation for the Auditor General’s 
comment that “there is no reasonable 
assurance that the rules will apply in 
circumstances where they should”. 


The examples cited by the note are 
misleading. In many instances the 
income involved would appear to 
constitute FAPI and, as such, would be 
accrued and subject to tax in Canada 
ona current basis. In addition to this, 
many of these examples would also 
seem to involve transactions which 
could be attacked by Revenue Canada, 
under either the specific anti—avoid- 
ance provisions of the Income Tax Act 
or GAAR. Consequently, the claim 
that hundreds of millions of dollars in 
tax revenue are being lost is not 
supported by the examples and is 
unfounded. 
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Conclusion. While the Auditor 
General has identified a number of 
concerns with respect to the operation 
of the foreign affiliate rules, he has 
failed to indicate that most of these 
concerns are the result of conscious 
policy decisions on the part of the 
government and reflect a desire to 
promote the goal of international 
competitiveness. Moreover, he has 
also overstated the impact of the rules 
on revenue collection while understat- 
ing the degree to which any problems 
have already been addressed by exist- 
ing legislation. It would not be 
prudent to implement a system for the 
taxation of foreign source income 
which deviates substantially from 
international norms and fails to 
properly address the issue of competi- 
tiveness. In this regard, the economic 
costs inherent in amending the income 
tax legislation to accommodate the 
Auditor General’s ostensible concerns 
would far exceed any marginal rev- 
enue gains that might be realized 
thereby. 


Department of Industry, 
Science and Technology 


Non-compliance with Government 
Contracts Regulations and 
payment to an operating agency 
resulted in avoidance of a lapsing 
of funds 


The Prosperity Secretariat in the De- 
partment of Industry, Science and 
Technology entered into 22 contracts 
worth $3.3 million on a “non-—com- 
petitive” basis that, in our opinion, 
were not in compliance with Govern- 
ment Contracts Regulations. The De- 
partment also paid $2.5 million to an 
Operating Agency resulting in an 
avoidance of a lapsing of funds in 
1991-92. This note is based on an 
audit of all contracts entered into by 
the Prosperity Secretariat. We under- 
took the audit to determine whether 
the contract activities of the Prosper- 
ity Secretariat followed the Govern- 
ment Contracts Regulations and the 
Financial Administration Act. 


=, 
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One of the objectives of 
the Prosperity Secretariat 
is to improve Canadian 
competitiveness. 


The Prosperity Secretariat 
entered into 22 non- 
competitive contracts. 
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Non-compliance with Government 
Contracts Regulations 


2.62 Background. The objective 
of government procurement contract- 
ing is to acquire goods and services “... 
in a manner that results in best value or, 
if appropriate, the optimal balance of 
overall benefits to the Crown and the 
Canadian people.” 


2.63 Further, the government’s 
policy on procurement contracting 
states that “contracting shall be con- 
ducted in a manner that will ’’stand the 
test of public scrutiny in matters of 
prudence and probity, encourage com- 
petition and reflect fairness in the 
spending of public funds”. 


2.64 The competitive bidding pro- 
cess applies to all contracts unless the 
circumstances meet one of four cri- 
teria: 


e the need for the services is one of 
pressing emergency in which delay 
would be injurious to the public 
interest; 


e the estimated expenditure must be 
less than $30,000; 


e the nature of the work is such that it 
would not be in the public interest to 
solicit bids; or 


e only one person or firm is capable of 
performing the contract. 


2.65 When a contract proposal 
fails to meet at least one of these 
criteria, a department must obtain an 
exception to the regulations by means 
of an order—in—council before entering 
into a non-competitive contract. 


2.66 Issue. On 24 May 1991 
Treasury Board approved the creation 
of an interim Prosperity Secretariat to 
pursue Cabinet consideration of the 
proposed Prosperity Agenda and time- 
table. It has a two-year budget of 
$21.6 million. One of its objectives is 
to improve Canadian competitiveness 
domestically and internationally. 


2.67 The Prosperity Initiative was 
publicly launched on 29 October 1991. 
Among other things, the aim of the 
initiative was to conduct about 
200 public consultation meetings at 
the community and regional levels (the 
“Community and Regional Talks’) 
starting in fall 1991. To conduct this 
and other work the Prosperity Secre- 
tariat verbally entered into 22 non- 
competitive contracts ranging in value 
from $35,000 to $743,000, for a total of 
$3.3 million. These legally binding 
verbal contracts were subsequently 
confirmed by the Department of Sup- 
ply and Services in written contract 
form. 


2.68 In entering into these 22 non— 
competitive contracts, the Prosperity 
Secretariat did not follow the Govern- 
ment Contracts Regulations. The 
Treasury Board Manual interpretation 
of the regulations permitting non— 
competitive contracts states, “Emer- 
gencies are normally unavoidable and 
require immediate action which would 
preclude the solicitation of formal bids. 
An emergency may be an actual or 
imminent life-threatening situation, a 
disaster which endangers the quality of 
life or has resulted in the loss of life, or 
one that may result in significant loss or 
damage to Crown property.” None of 
the Prosperity Secretariat’s contracts 
for public consultations entailed an 
“emergency” as defined by the Treas- 
ury Board Manual. The three other 
exception criteria in the regulations 
also were not met. All 22 contracts were 
in excess of the $30,000 exception limit 
and were for work directly related to 
public consultation and communica- 
tion conducted by a number of different 
persons and firms. 


2.69 Conclusion. In our opinion, 
the Prosperity Secretariat did not meet 
any of the criteria for entering into 
non-competitive contracts as stated in 
the Government Contracts Regula- 
tions, and an exception to the regula- 
tions was not obtained by means of an 
order—in—council. 


Payment to an Operating Agency 
resulted in avoidance of a lapsing 
of funds 


2.70 Background. In February 
1992 the Prosperity Secretariat in the 
Department of Industry, Science and 
Technology received Cabinet approval 
for a $2 million expenditure to cover 
the cost of a four-week advertising 
campaign between 15 February and 
15 March 1992. On 27 March the 
Department signed a $2 million agree- 
ment with Canada Communications 
Group (CCG), an Operating Agency in 
the Department of Supply and Ser- 
vices, for this advertising campaign. 
Industry, Science and Technology paid 
$2 million to CCG before the end of the 
1991-92 fiscal year. It also authorized 
CCG to allocate to this agreement an 
additional $521,000 in unspent funds 
from a previous contract. CCG oper- 
ations are financed by a non-lapsing 
Supply Revolving Fund of DSS. 


2.71 The advertising campaign did 
not take place until the following fiscal 
year. Industry, Science and Technol- 
ogy’s rationale for payment in 1991-92 
was contained in a handwritten adden- 
dum to the agreement, stating “the 
funds are required immediately so that 
media space can be purchased now in 
order to secure significant discounts”. 


2.72 Issue. The Department of 
Industry, Science and Technology’s 
agreement with CCG stated that the 
costs involved were for fiscal year 
1992-93 and that the Department 
agreed to be invoiced immediately for 
payment in fiscal year 1991-92. In our 
opinion, the payment in 1991-92 was 
in advance of need. The Department’s 
rationale was that significant discounts 
in the purchase of media space would 
result. The agreement with CCG, how- 
ever, was for the production of several 
television commercials and printed 
material in tabloid format. It did not 
involve purchase of media space 
except for one television contract. We 
found that no discounts were obtained 
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on the contracts for either production or 
media space. 


213 The Financial Administra- 
tion Act permits advance payments to 
be made if such an advance is stipulated 
in the contract. In our opinion, how- 
ever, there was no need for such a 
Stipulation in this agreement since 
CCG did not make any advance pay- 
ments to the suppliers in fiscal year 
1991-92 and no discounts were 
obtained. 


2.74 Conclusion. In our opinion, 
Industry, Science and Technology’s 
payment from a lapsing vote to a 
non-lapsing Supply Revolving Fund of 
DSS resulted in avoidance of a lapsing 
of 1991-92 funds. The $2.5 million 
payment did not involve any discount 
and, consequently, there was no saving 
to the Crown. 


Department of Industry, Science and 
Technology’s response: Non—Com- 
pliance with Government Contracts 
Regulations. The Prosperity Secre- 
tariat was established on 14 June 1991 
on an interim basis for the 1991-92 
and 1992-93 fiscal years. The Secre- 
tariat was tasked to organize and carry 
out a comprehensive consultative pro- 
cess, including community consulta- 
tions which were held in 186 rural and 
urban centres across Canada, a series 
of national consultations with 
Canadian opinion leaders in the busi- 
ness, labour, academic, aboriginal 
and social action communities, as well 
as discussions with other federal gov- 
ernment departments and agencies 
and provincial governments. 


A detailed operational plan was devel- 
oped to ensure that this consultative 
process would fit within the timeframe 
established by the government to pro- 
duce, by the fall of 1992, an Action 
Plan on the future prosperity of 
Canada. It was recognized from the 
start that the operational plan would 
require continuous updating and that 
the Secretariat would have to retain 
flexibility in its operations to meet last 
minute changes. Consequently, it was 


The Department of 
Industry, Science and 
Technology’s payment 
from a lapsing vote to a 
non-lapsing Supply 
Revolving Fund resulted 
in avoidance of a lapsing 
of 1991-92 funds. 


on 


Internal audit found that 
22 contracts out of the 23 
examined were not 
managed in full 
accordance with all 
applicable legislative and 
other requirements. 
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not always possible to enter into a 
competitive bidding process in con- 
tracting out certain of its workload 
and still meet the deadlines to produce 
results which would be both useful and 
timely. 


Transfer of Funds to an Operating 
Agency Resulted in an Avoidance of a 
Lapsing of funds. During the contract 
negotiations, the Department received 
a written confirmation from CCG that 
advance payments would facilitate 
their negotiating of discount prices on 
media buys. Subsequently, we entered 
into a contract with CCG which stipu- 
lated that an advance payment be 
made. We then executed the contract 
in accordance with its terms and 
conditions. 


Department of Supply and Services’ 
response: The transition of the Can- 
ada Communications Group to a 
Special Operating Agency has af- 
forded the opportunity to review busi- 
ness and accounting practices so that 
both probity and profitability are ef- 
fectively accommodated. Clearly the 
situation referred to by the Auditor 
General arose as a result of a misun- 
derstanding, which the review of busi- 
ness practices will endeavour to 
ensure does not occur again. 


Department of National Health 
and Welfare 


Failure of management controls 
over project contracting 


Project managers failed to properly 
administer contracts valued at 
$5 million during the planning phase 
of the Income Security Programs rede- 
sign project. Over a period of two 
years there was repeated disregard for 
the controls in place to safeguard 
public funds. The Department’s pro- 
gram and financial managers did not 
exercise effective control over this 
phase of the project. 


2.75 Background. Paragraphs 
2.114 to 2.125 of our 1991 Report 
described an instance where certain 


managers in the Department of National 
Health and Welfare (NHW) acted 
beyond their authority and breached 
numerous policies and directives that 
were in place to control the management 
of cash, contracting, travel and finan- 
cial-reporting practices. Our observa- 
tions were based on the results of a 
departmental internal audit. 


2.76 The instance involved the 
Income Security Programs (ISP) re- 
design project. This is a multi-year 
undertaking to plan, define and imple- 
ment a new integrated client delivery 
system for the Old Age Security, 
Canada Pension Plan and Family 
Allowances programs. The ISP re- 
design project will extend to 1997 ata 
total estimated cost of $258 million. 


2.77 The Deputy Minister of 
National Health and Welfare requested 
that a second internal audit be carried 
out to review contract administration 
generally, within the ISP redesign pro- 
ject. The audit scope included all 
service contracts over $10,000 that had 
been entered into during the planning 
phase of the project. These contracts, 
totalling $5.6 million, were reviewed 
for compliance with Treasury Board 
and Department policies on contract- 
ing and other financial management 
practices. The audit was completed in 
January 1992 and the report was dated 
May 1992. 


2.78 Our observations below are 
based on the findings contained in the 
second internal audit report. As 
required for purposes of reliance, we 
completed a review of the supporting 
audit files and satisfied ourselves that 
the work was carried out in accordance 
with appropriate professional stand- 
ards. We are reporting the results of this 
internal audit because of the extent and 
seriousness of the breaches of control, 
and also because of the size and import- 
ance of the overall ISP redesign pro- 
ject. 


2.79 Issue. The internal audit 
found that 22 contracts out of the 
23 examined were not managed in full 
accordance with all applicable 


legislative and other requirements. 
There was repeated disregard for the 
Financial Administration Act, Govern- 
ment Contracts Regulations, Treasury 
Board policies and directives and the 
Department’s own policies and pro- 
cedures. In short, there was a general and 
widespread breakdown of management 
controls, including fundamental parlia- 
mentary controls, during the planning 
phase of the ISP redesign project. 


2.80 The timing of these actions 
raises another serious concern. In 
responding to the earlier internal audit, 
referenced in our 1991 Report, senior 
ISP Branch management stated that 
steps had been taken in the fall of 1990 
to strengthen the contract review pro- 
cess. However, the second internal 
audit found that breaches of contract- 
ing and other financial controls were 
occurring well into 1991. Clearly, any 
initial steps taken to correct the situ- 
ation were ineffective. 


2.81 Parliament has assigned 
responsibility for the control and 
spending of public money to ministers 
and deputy heads through appropri- 
ation acts, the Financial Administra- 
tion Act (FAA) and regulations made 
under that Act, such as the Government 
Contracts Regulations. Through the 
written delegation of financial signing 
authorities, these responsibilities are 
delegated by ministers and deputy 
heads to appropriate managers in 
departments. The intent is to delegate 
to managers who can execute the 
responsibility most effectively, and 
where accountability for results can 
best be exercised. Some examples of 
where and how this control framework 
failed follow. 


2.82 The second internal audit 
found that on numerous occasions ISP 
redesign project managers exceeded 
their expenditure initiation authority, 
either directly or through contract split- 
ting. Contract splitting kept the value 
of individual contracts within the del- 
egated signing authority limit and, in 
some cases, below the Department’s 
limit on sole-source contracting set by 
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Treasury Board. These practices do not 
comply with the Government Con- 
tracts Regulations. 


2.83 One instance involved an 
arrangement in early 1990 to acquire 
training services which provided for a 
payment of more than $350,000. The 
amount exceeded both the project man- 
agers’ and the Department’s overall 
authority for expenditure initiation. It 
also exceeded the limit beyond which 
the Department of Supply and Services 
must be involved in the contracting 
process. There was no evidence that 
bids from other suppliers were solicited 
and no sole-source justification docu- 
ment was prepared. Although no 
contract was prepared for this arrange- 
ment, payment was made. 


2.84 Another important control is 
the certification of contract perform- 
ance and price — FAA section 34. 
Managers with delegated authority 
certify that goods and services have 
been delivered in accordance with 
contractual terms and conditions. The 
internal audit found that ISP redesign 
project managers requested certain 
suppliers to submit invoices before 
year end for work that had not been 
completed. These invoices were then 
improperly certified by project man- 
agers pursuant to the FAA section 34, 
and payment authority, FAA  sec- 
tion 33, was later granted by the 
Department’s Accounting Operations 
Division. The audit concluded that, 
contrary to FAA Section 37, the funds 
had been prepaid to avoid their lapsing 
at 31 March. 


2.85 In all, invoices totalling 
$446,000 were discovered to have been 
pre—billed at the request of ISP rede- 
sign project managers, and paid before 
the work was completed. The contracts 
did not call for advance payments, the 
advanced funds did not earn interest for 
the Crown and the funds were not 
protected by performance bonds. The 
audit also reported that invoices had 
been paid even though the rates 
charged were not in accordance with 
the written contracts. 


There was a general and 
widespread breakdown of 
management controls. 
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There is a need for a much 
stronger management 
control framework for the 
Income Security Programs 
redesign project. 


The Canada Pension Plan 
Act requires that an 
individual “have a severe 
and prolonged mental or 
physical disability’ to be 
eligible for a disability 
pension. 
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2.86 Conclusion. The internal 
audit report reveals serious defi- 
ciencies in contracting and payment for 
services related to the planning phase 
of the ISP redesign project. The 
numerous instances of non—com- 
pliance show a disregard by managers 
for the controls that are in place to 
safeguard public funds, and demon- 
strate a lack of due regard to prudence 
and probity. 


2.87 The ISP redesign project is still 
in its early stages. In our view, the 
repeated disregard for fundamental con- 
trols shown by the project managers and, 
more important, the failure of the Depart- 
ment’s program and financial managers 
to correct these activities during the 
planning phase, indicate the need for a 
much stronger management control 
framework as the project progresses. 


Department’s response: The prob- 
lems described by the Auditor General 
were recognized by ISP Branch man- 
agement over a year ago. A new 
management control framework was 
in place by October 1991 with specific 
emphasis on strengthened contracting 
processes. Branch management is not 
aware of any serious deficiencies since 
that time. 


The weaknesses in contracting prac- 
tices occurred primarily in the ISP 
redesign project office. The work by 
departmental internal auditors pro- 
vided more details about the exact 
nature of the failures in the contracting 
process and their report has been 
referred to the Royal Canadian 
Mounted Police for consideration. 
Therefore, the Department cannot 
comment on any of the details. 


Department of National Health 
and Welfare 


Payment of benefits to recipients 
who are no longer eligible results in 
significant overpayments in the 
Canada Pension Plan Disability 


Program 


Insufficient attention is directed to the 
reassessment of eligibility for Canada 


Pension Plan disability _ benefits. 
Although the results of existing verifi- 
cation activities indicate a significant 
level of payment to ineligible recipi- 
ents, there is no systematic approach 
to reassessment. Annual overpay- 
ments of up to $65 million will con- 
tinue until the reassessment process is 
improved and the required resources 
are allocated to this activity. 


2.88 Background. The Depart- 
ment of National Health and Welfare 
(NHW) administers the Canada Pen- 
sion Plan (CPP) program through its 
Income Security Programs Branch. 
The CPP Act provides for the payment 
of disability pensions to eligible CPP 
contributors and for the payment of 
benefits to their dependent children. A 
disability benefit is made up of a 
flat-rate portion plus 75 percent of the 
amount of the contributor’s retirement 
benefit. The maximum monthly pay- 
ment in 1992 was $784. During 
1991-92, almost 224,000 disabled 
beneficiaries and 70,000 dependent 
children received payments totalling 
$1.8 billion. 


2.89 To be eligible for a disability 
pension, an applicant must be disabled 
according to the terms of the CPP Act. 
The Act requires that an individual 
“have a severe and prolonged mental or 
physical disability”. Severe is defined 
as “incapable regularly of pursuing any 
substantially gainful occupation”; 
only earnings income affects eligibil- 
ity. Prolonged means that “the disabil- 
ity is likely to be long continued and of 
indefinite duration or is likely to result 
in death”. 


2.90 The CPP Regulations include 
a provision for the reassessment of 
eligibility for disability benefits; spe- 
cifically, that it may be required “from 
time to time”. The Department defines 
reassessment as a regular and pre— 
planned review of recipients’ ongoing 
eligibility. The objective is to identify 
and stop payment on accounts where 
beneficiaries no longer meet the eligi- 
bility criteria. 


2.91 We became aware of prob- 
lems associated with the reassessment 
of eligibility for disability benefits 
during our regular CPP audit work, and 
pursued the issue concurrent with our 
audit of NHW seniors’ programs (to be 
reported in 1993). The disability 
portion of the CPP is not seniors—re- 
lated as benefits are paid only to those 
under 65 years of age. We are reporting 
this matter now because of the need for 
prompt action to address the ongoing 
high level of overpayment. 


2.92 Issue. We expected to find 
that the Department’s policies and 
procedures would ensure that disability 
benefits were paid only to those who 
continued to be eligible due to a severe 
and prolonged disability. We found 
that this was not the case. 


2.93 The Department describes its 
reassessment processes as cumber- 
some. There is a lack of EDP support, 
and some policies and procedures are 
not formalized. For example, there is 
no formal policy establishing the level 
of earnings that will result in cancella- 
tion of disability benefits. Further- 
more, the current reassessment 
activities are neither consistent nor 
timely. 


2.94 There is a reassessment ques- 
tionnaire that can be mailed to disabil- 
ity beneficiaries (9,000 in 1991-92) for 
a variety of reasons. It includes ques- 
tions on medical condition, on earnings 
and on other types of disability benefits 
received. There is a follow-up to 
ensure that all questionnaires are 
returned; a beneficiary’s failure to do so 
may result in the immediate cancella- 
tion of benefits. 


2.95 We were informed, however, 
that reassessments using the returned 
questionnaires are performed only as 
resources permit. In recent years, to 
cope with increases in the number of 
clients and demand for service, priority 
has been given to processing new 
applications. As a result, reassess- 
ments are carried out only when essen- 
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tial, such as when a beneficiary submits 
new information about employment. 


2.96 In early 1988, a project was 
undertaken to identify disability recipi- 
ents who have not disclosed significant 
employment earnings. All active dis- 
ability accounts were compared to the 
CPP record—of-earnings file. This 
comparison identified 31,000 benefi- 
Ciaries with post—entitlement earnings. 
Between March 1989 and March 1991, 
4,600 of these accounts were selected 
for reassessment, and benefits were 
subsequently cancelled for one in ten. 
Of these, 360 were found to be no 
longer disabled, and overpayments of 
$8 million were recorded. 


2.97 Project results also disclosed 
that 80 percent of the 4,600 cases had 
not been reassessed since being granted 
disability benefits, some going back to 
1980-81. The project report concluded 
that ongoing maintenance of a re- 
assessment program for accounts 
identified with earnings would prevent 
substantial mispayments to benefi- 
Ciaries who are no longer eligible. 
Although there is now a quarterly 
earnings match carried out, we were 
told that resources have not been avail- 
able to investigate these accounts. 


2.98 In a 1991 Treasury Board 
submission, the Department projected 
savings of $1.2 billion over the nine— 
year period to 2000-01 related to the 
establishment of a new disability 
reassessment program. Recently, a 
two-year, $10 million project was 
established to develop and implementa 
new disability reassessment process. 
The scope of this project will include 
the reassessment function’s organi- 
zation, business processes, systems 
and procedures, and training of staff. 
One of the anticipated benefits of the 
project is reduced overpayments. 


2.99 The Department has received 
a consultant’s report that contains a 
more conservative projection of 
$730 million in savings over the same 
period. The preliminary data indicated 
that, with proper screening and pre— 
selection methods, benefits could 


The Department's policies 
and procedures do not 
ensure that disability 
benefits are paid only to 
those who continue to be 
eligible due to a severe 
and prolonged disability. 


61 


Sg ee RR Det PN ASIEN STO Gs DEMERS T ae a ESE NLR SONS SE] 


Disability reassessment 
activites have been 
insufficient for many 
years, although the 
Department has evidence 
that large amounts of 
money are being paid to 
ineligible beneficiaries. 
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cease in 30 to 35 percent of accounts 
reassessed. However, it is unlikely that 
significant benefits from the current 
project to develop new reassessment 
processes will be realized before 
1994-95, representing two years slip- 
page from the original plan. In the 
meantime, the high rate of overpay- 
ment to disability beneficiaries who are 
no longer eligible will continue, result- 
ing in a sizable loss to the CPP account. 
Current annual overpayments are esti- 
mated by the Department to be up to 
$65 million. 


2.100 Conclusion. Disability 
reassessment activities have been 
insufficient for many years now, 
although the Department has good evi- 
dence that large amounts of money are 
being paid to ineligible beneficiaries. In 
our view, the action taken to address this 
situation has been inadequate for both 
ongoing reassessment activities and 
timely development of improved assess- 
ment processes. 


2.101 As administrator of the CPP, 
the Department has a responsibility to 
manage its operations, including dis- 
ability reassessment, in the most cost— 
effective manner, to the benefit of the 
Plan’s contributors and beneficiaries. 
The Department should take immedi- 
ate steps to deal with the backlog of 
returned questionnaires and earnings 
information awaiting reassessment 
action. The new reassessment process 
under development should, in addition 
to developing reassessment selection 
criteria for new applicants, include 
measures to identify existing cases for 
high-priority reassessment. 


Department’s response: Although the 
development of revised reassessment 
processes has been slower than antici- 
pated, improvements to questionnaires 
and other forms were introduced in 
January 1992. At the same time, the 
Department has recognized that dis- 
ability reassessment processes need to 
be improved to cope with a significant 
increase in workload and is making 
substantial investment in this area as 


one of the components of the income 
security programs redesign project. 
This major Crown project is in its 
project definition phase. Other 
options for immediately targeting the 
reassessment backlog are _ being 
actively considered, within resource 
constraints. 


Department of National 
Revenue — Taxation 


Unauthorized tax exemption for 
interest earned by condominium 
corporations 


An assessing practice not authorized 
by the Income Tax Act allows condo- 
minium corporations to earn tax-free 
interest income for the benefit of their 
membership, the individual condo- 
minium owners. This tax exemption is 
not available to homeowners gen- 
erally, and violates the principle that 
the right to tax rests with Parliament, 
through the legislative process. 


2.102 Background. In an adminis- 
trative arrangement not authorized by 
law, described in Information Circular 
No. 79-7 (which excludes Quebec), the 
Department of National — Taxation 
allows condominium corporations to 
earn tax-free interest on the money 
they set aside in operating and reserve 
funds to pay certain maintenance 
expenses. Condominium corporations 
regulate the use of the condominium 
property and provide repairs to the 
common areas and other services to the 
owners. 


2.103 The only limitation is that the 
operating and reserve funds cannot be 
maintained at an “unreasonably high” 
level in relation to the purpose for 
which they were created. The Depart- 
ment, however, provides no interpreta- 
tion of “unreasonably high”. 


2.104 Issue. The tax exemption for 
interest earned on a condominium 
corporation’s operating and reserve 
funds indirectly benefits the condo- 
minium owners. Homeowners not 
living in condominiums must pay tax 
on any interest earned on funds set aside 


for maintaining their homes. This 
situation creates an inequity between 
homeowners who own condominiums 
and those who own other types of 
residential dwellings. Furthermore, 
because this assessing practice is not 
authorized by the Income Tax Act, it 
violates the fundamental principle that 
the right to tax rests with Parliament, 
through the legislative process. 


Department’s response: Condomin- 
iums are set up not to make a profit in the 
long run but to maintain the common 
elements of the condominium. Informa- 
tion Circular 79-7 was drafted to 
address issues raised by provincial laws 
which differed between provinces and 
were still developing. 


The Department is studying the status 
of these condominium corporations in 
light of current provincial laws and 
will update its Information Circular 
accordingly. 


Departments of National 
Revenue — Taxation and 
Finance 


Excessive claims for Investment 
Tax Credits 


An opportunity exists for taxpayers to 
claim excessive Investment Tax 
Credits by inflating the value of their 
used equipment given as a trade-in on 
the purchase of new machinery. 


2.105 Background. The Invest- 
ment Tax Credit (ITC) is calculated asa 
percentage of the capital cost of spe- 
cific qualifying assets — essentially 
new machinery — to be used in activ- 
ities including farming, fishing, for- 
estry, manufacturing, construction, 
producing oil and gas, and mining. 
These credits are fully deductible 
against tax otherwise payable. In the 
early 1980s, the Department of 
National Revenue — Taxation (NRT) 
identified a tax avoidance situation 
involving excessive claims for Invest- 
ment Tax Credits. Taxpayers who were 
purchasing new equipment where a 
trade-in was involved were structuring 
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the transactions to increase the capital 
cost of the purchased equipment, 
resulting in an ITC overallowance. 
Although Investment Tax Credits were 
significantly reduced after 1988, they 
are still earned on qualifying assets in 
the Maritimes and offshore regions, 
and on research and development 
expenditures throughout Canada. 


2.106 Beginning in 1982, NRT took 
the following steps: 


— A national audit project was under- 
taken with the support of the Depart- 
ment of Finance to determine the 
extent of the problem and any poten- 
tial abuses of the ITC program. 


— Over 1,400 cases involving ITC 
overallowances were identified, with 
a majority located in the western 
farming industry. 

— NRT reassessed only those cases 
where the value of the trade-in 
equipment was inflated more than 
$30,000 above its fair market value. 


The Department of 
National Revenue — 
Taxation identified a tax 
avoidance situation 
involving excessive 
claims for Investment Tax 
Credits, and over 700 
Cases were reassessed. 


Exhibit 2.2 


Example of an Investment Tax Credit Overallowance 


Purchase price of new tractor 
Including overallowance for old tractor 
Excluding overallowance for old tractor 


Less trade-in of old tractor 
Fair market value of old tractor 
Overallowance for old tractor 
Trade-in amount received on old tractor! 


Amount paid in cash 
Investment Tax Credit 
7% of $125,000 
7% of $65,500 


Investment Tax Credit Overallowance 
[$ 8,750 — $4,565] 


Purchase 
Structured The Substance 
for of the 
Tax Purposes Transaction 
$_ 125,000 
$ 65,500 
$ 45,000 $ 45,000 
pa 9500) P< es ete aS 
__104,500 ___ 45,000 
$20,500 $20,500 
$ 8.750 
$4,585 
$4,165 


1 The trade-in amount received for the old equipment may be greater than its original 
purchase price when new. 
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An opportunity now exists 
for taxpayers to inflate the 
trade-in value of used 
equipment and thereby 
increase the capital cost 
of their new equipment 
purchases. 
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— Over 700 cases were reassessed for 
the 1984 to 1986 taxation years. 


2.107 _A test case on these overallow- 
ances was taken to the Tax Court of 
Canada, but the decision, rendered on 
23 April 1991, went against NRT 
(Zeiben v. Minister of National Rev- 
enue). Although the Department of Jus- 
tice filed an appeal, it was discontinued 
four days later on instructions from NRT. 
It is unclear why the appeal was discon- 
tinued. The Department of National 
Revenue — Taxation has decided to apply 
the Tax Court decision for the benefit of 
all 700 taxpayers who were reassessed in 
respect of trade-in allowances on farm 
equipment. The Department obtained a 
remission order to return approximately 
$5 million dollars of federal income 
taxes, CPP contributions and interest 
paid by these taxpayers. Taxpayers who 
claimed the fair market value of their 
trade-ins for Investment Tax Credit 
purposes, in accordance with generally 
accepted accounting principles, will not 
benefit from the remission order. 


2.108 Issue. An opportunity now 
exists for taxpayers to inflate the 
trade-in value of used equipment and 
thereby increase the capital cost of their 
new equipment purchases. This 
enables taxpayers to increase their 
Investment Tax Credits and avoid tax. 
This situation also creates an inequity 
between those taxpayers who buy 
equipment only with cash and those 
who buy with cash and a trade-in of 
their used equipment. 


Department of National Revenue — 
Taxation’s response: The Tax Court 
found that the contract of purchase 
and sale between the parties was the 
major item of evidence and it had not 
been discredited to warrant it being 
rejected. Although generally accepted 
accounting principles (GAAP) pro- 
vide that the basis for the valuation of 
a new asset acquired in a trade-in 
transaction is the fair market value of 
the consideration given in exchange, 
the Court was not convinced that the 
jurisprudence regarding GAAP went 
as far as to reject the amounts agreed 


to by the parties in a bona fide 
contract. 


It was decided not to appeal the 
decision on the basis of the facts of the 
particular case, which is limited in its 
application, and will, therefore, not 
impact the remaining investment tax 
credits, i.e. the regional and research 
and development tax credits. Also, 
since tax reform, there is a general 
anti—avoidance rule in place that will 
serve to prevent any abuse. 


A number of cases in the same business 
sector with identical fact patterns 
were outstanding, pending the reso- 
lution of the case, and it was decided to 
accept those where appeals had been 
filed. In addition, there were a number 
of other cases in the same business 
sector who had not protected their 
rights by appealing. With respect to 
those cases, a remission order was 
recommended and approved. 


Department of Public Works 


Lack of due regard to economy in 
the lease—purchase agreement for 
the Louis St. Laurent Building 


In September 199] the Department of 
Public Works (DPW) entered into a 
25-year lease with a purchase option 
(the “lease—purchase agreement”) for 
the Louis St. Laurent Building in Hull, 
Quebec. The annual payments are 
based on the negotiated value of the 
property, $73 million. We found that: 


e DPW entered the lease—-purchase 
agreement based on an unspecified 
term of requirement and without 
due regard to economy; 


e DPW did not consider the income 
tax implications arising from the 
lease-purchase of the Louis St. 
Laurent Building; and 


e the government's method of 
accounting for capital acquisitions 
may have contributed to a real 
property investment decision that 
was not economical. 


e The last two findings have broader 
application to other real property 
investments undertaken by the gov- 
ernment. 


2.109 Background. In October 
1983, Treasury Board gave DPW 
approval to acquire office space in a 
building still to be constructed (the 
Louis St. Laurent Building) through a 
10-year lease, and to consider a pur- 
chase provision in the lease as a long— 
term option. DPW could not negotiate 
the purchase option but did obtain a 
10-year lease. 


2.110 Construction of the building 
was substantially completed in 1985 at 
acost of $41.5 million (including land), 
according to audited financial state- 
ments. It contains about 40,800 square 
metres of office and storage space, for 
which the gross annual rent was about 
$9.6 million under the original 1985 
lease. 


2.111 The building houses some 
2,150 personnel from the Department 
of National Defence (DND), or 
18 percent of the Department’s head- 
quarters staff. The Department of 
National Defence has been the sole 
tenant of the building since June 1985. 


2.112 During the period December 
1990 to May 1991, the landlord made a 
number of unsolicited proposals to 
DPW to renegotiate and extend the 
term of the existing lease, due to expire 
in May 1995. The proposals included 
options for a new lease with terms 
ranging from 10 to 25 years; the 
Department of Public Works rejected 
those proposals on the basis of price. 


2.113. In May 1991, having been 
unsuccessful in negotiating a renewal 
of the lease with the landlord, DPW 
proposed a lease—purchase arrange- 
ment based on the appraised market 
value of the building. This approach 
culminated in a contract that was 
signed on 30 September 1991. 


2.114 Thecontract contains the fol- 
lowing main provisions: 
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e The term runs for 25 years, starting 
1 August 1991. 


e Rental payments are based on a 
25-year amortization of $73 mil- 
lion. For the first five years, annual 
payments are about $8.4 million. 
Future payments are based on the 
landlord’s cost of refinancing the 
outstanding balance. The Crown 
retains the right to approve financ- 
ing rates and terms. 


e The Crown has an option to pur- 
chase the building at the end of the 
25-year term for $15 million (esti- 
mated by DPW at $1 million in 
1991 dollars). 


e The Crown is responsible for all 
costs (estimated by DPW at about 
$3.4 million per year) of operating 
and maintaining the building, 
including structural repairs. 


e The landlord will manage the build- 
ing for 25 years for an annual fee, 
subject to indexing, of $89,500 plus 
$70,000 for salaries. 


2.115 In legal terms, title to the 
Louis St. Laurent property rests with 
the landlord. However, this agreement 
transfers substantially all the benefits 
and risks of ownership to the Crown. 
That is, by definition, a “capital lease”. 
In substance, therefore, the agreement 
represents an acquisition of the prop- 
erty, and DPW has duly reported the 
transaction as a capital lease in the 
Public Accounts of Canada. 


2.116 In summary, the total present 
value of the lease—purchase package in 
1991 dollars is $74 million (the 
$73 million value on which rental 
payments are based plus the $1 million 
present value of the purchase option). 


2.117 Issue — DPW entered the 
lease—purchase agreement based on an 
unspecified term of requirement. 
Paragraph 17.94 of the Auditor General’s 
1991 Report recommended that DPW 
improve its procedures associated with 
the planning and acquisition of leased 
accommodation; this case reinforces 


This agreement transfers 
substantially all the 
benefits and risks of 
ownership to the Crown. 
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the need to act on that recommenda- 
tion. 


2.118 In January 1991, shortly after 
the landlord and DPW had begun to 
renegotiate and extend the term of the 
existing lease, DND said that it was 
interested in a “further long-term 
lease” for the building, without spec- 
ifying the number of years. DPW 
justified entering into the lease—pur- 
chase agreement based on DND’s 
request. According to DND officials, 
their interest in retaining the space was 
based on the need to minimize 
employee disruption until a long-term 
plan to consolidate their entire head- 
quarters staff (preferably on DND- 
owned land) could be worked out. 


2.119 In March 1992 (about six 
months after the agreement was 
signed), DND advised DPW that the 
Louis St. Laurent Building would 
become surplus to its needs over the 
next 10 to 15 years. 


2.120 Conclusion. In our opinion, 
DPW’s decision to acquire the Louis St. 
Laurent Building through this lease— 
purchase agreement was not consistent 
with DND’s long-term accommoda- 
tion planning. DND is planning to 
consolidate all headquarters staff at one 
location within 10 to 15 years, and has 
said that it will not need the space after 
that time. We also noted that the Louis 
St. Laurent Building was not part of 
DPW’s leasing strategy for the 
National Capital Region. 


2.121 Issue — DPW entered the 
lease—purchase agreement without 
due regard to economy. Construction 
of the building was completed in 1985 
at a reported cost of $41.5 million 
(including land). According to Statis- 
tics Canada, the price index for com- 
mercial buildings in the National 
Capital Region during the period 1985 
to 1991 increased by 28 percent. 
Applying this increase to the Louis St. 
Laurent Building, the estimated cost to 
replace it in 1991 would have been 
$53 million. In early July 1991, two 
appraisers estimated the building’s 


replacement cost (including land) in 
the range of $48 million to $64 million. 
DPW did not explore other building 
alternatives (such as Crown construc- 
tion or a lease—purchase agreement 
with other developers) even though the 
original lease would not expire until 
May 1995. This would have allowed 
about four years to construct a new 
building for between $48 million and 
$64 million in 1991 dollars, according 
to the appraisers’ estimates. 


2.122 The two appraisers estimated 
the building’s market value at $62 
million and $65 million respectively. 
These appraised values reflected the 
fact that the government’s remaining 
contractual rent payable under the then 
existing lease was higher than the 1991 
market rent by $6 million to 
$10 million. 


2.123 DPW used the appraised 
market value of $65 million as the basis 
for negotiating, as officials believed it 
was the more defensible appraisal. 


2.124 On 9 July 1991 DPW 
informed the landlord that appraisal 
reports had been completed, and made 
its initial lease—purchase offer at the 
appraised market value of $65 million. 
After negotiations, DPW agreed on a 
value of $74 million for the lease—pur- 
chase package. 


2.125 DPW justified the discrep- 
ancy between the appraised market 
value of $65 million and the negotiated 
$74 million value on the basis of certain 
factors. These included the additional 
value of adjacent land ($1.1 million), 
painting and carpeting ($1.3 million), 
money saved through not having to 
relocate staff and call for tenders 
($831,000), and the assumption that a 
10 percent variance between the 
appraised value and the negotiated 
value was acceptable. 


2.126 The $65 million was the 
appraised market value, whereas the 
$74 million figure represented DPW’s 
estimate of the value to the Crown. In 
determining the $74 million figure, 
DPW included the $9.7 million 


unamortized value of leasehold fit- 
ups, which had already been paid for by 
the government as a condition of occu- 
pancy under the original lease. 


2.127 The landlord advised us, on 
30 September 1992, that, in his view, 
DPW concluded a reasonable long— 
term lease with a purchase option 
agreement for the Louis St. Laurent 
Building. 


2.128 In our view, it is difficult to 
establish a true market value for office 
space in the National Capital Region 
when the government occupies 
approximately 40 to 55 percent of 
private sector office space. In this case, 
the difficulty was compounded by the 
fact that the government was, indeed, 
the only tenant for the building. One 
appraiser noted that the property’s 
overall size, large floor plates and 
relatively isolated location meant that 
“the only possible tenancy for the Louis 
St. Laurent Building is the federal 
government.” In effect, the market 
value evaluations are based on a market 
created by the government. 


2.129 According to DPW officials, 
the investment options were limited by 
the government’s policy of locating 
75 percent of the public service on the 
Ontario side and 25 percent on the 
Quebec side of the National Capital 
Region. In their view, it was unrealistic 
to think that an alternative building 
could be found on the Quebec side or 
that the government would relocate 
DND employees to the Ontario side. 


2.130 Conclusion. In our opinion, a 
number of factors contributed to DPW’s 
weak bargaining position in entering into 
the lease-purchase agreement for the 
Louis St. Laurent Building. 


e Although the government is the 
dominant landowner in_ the 
National Capital Region, no other 
available existing building in Hull 
could accommodate 2,150 public 
servants. 
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e DPW claimed that Crown pur- 
chase, although the most economi- 
cal option, was not viable because 
the owner was unwilling to sell. 
Other options (Crown construction 
or a lease—purchase agreement with 
other developers) were not con- 
sidered in detail and were not priced 
out. This was a significant defi- 
ciency, in our view, because esti- 
mates of replacement cost could 
have been useful in assessing the 
acceptability of the landlord’s pro- 
posals. Instead, the Department did 
not investigate the cost of con- 
structing a building, disregarded 
the appraisers’ estimates of build- 
ing replacement cost, and made its 
initial lease—purchase offer based 
on the market appraisal of 
$65 million, the “high end” of the 
range of estimated values. DPW’s 
view is that the building’s replace- 
ment cost was not relevant to the 
negotiations. 


e DPW also claimed that a Crown— 
* construct option was precluded by a 
lack of capital funds and the short 
lead time (about four years) to plan, 
get approval for, and construct a 
building. 


2.131 DPW was aware of the risks 
involved in allowing the Crown to 
become a “captive tenant” in the Louis 
St. Laurent Building. In January 1984, 
the Department wrote to the Treasury 
Board Secretariat that “the Crown will, 
if it continues in occupancy beyond the 
lease term, be greatly disadvantaged 
financially through the remainder of 
the occupancy period...” 


2.132 In summary, bearing in mind 
the various estimates of the building’s 
replacement cost and the projected 
weak market for office space in 1995, 
we conclude that DPW entered the 
lease-purchase agreement for the 
Louis St. Laurent Building without due 
regard to economy. In addition, as 
discussed in the following section, 
there is a possibility that the total cost to 
the Crown could be significantly 


In our view, it is difficult to 
establish a true market 


value for office space in the 


National Capital Region 
when the government 
occupies approximately 
40 to 55 percent of private 
sector office space. 
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Tax implications are 
particularly important in 
cases such as this one, in 
which large sums of money 
are involved and the 
transaction is not subject to 
a competitive bidding 
process through public 
tender. 


The lease—purchase 
transaction demonstrates 
that the government’s own 
practices may contribute to 
uneconomical decisions in 
the way office space is 
acquired. 
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higher depending on how the transac- 
tion is treated for tax purposes. 


2.133 Issue — DPW does not con- 
sider the income tax implications of 
investments in real property. In 
commercial real estate transactions, 
tax implications are important to the 
parties involved. Usually it is in the 
landlord’s interest to structure a lease— 
purchase in such a way that, for tax 
purposes, it is deemed a lease and nota 
sale. From the Crown’s point of view, 
the tax revenue from a lease-type 
transaction is most often lower than it 
would be from a sale. 


2.134 In this case, a deemed sale 
could have resulted in a gain of 
approximately $32.5 million to the 
landlord ($74 million less the original 
construction cost of $41.5 million). 
The gain could be subject to capital 
gains tax and would be fully taxed over 
a five-year period. Furthermore, there 
could be an additional tax liability 
resulting from the recapture of any 


capital cost allowance previously 
claimed by the landlord. 
2.135 If the transaction were 


deemed a lease, the difference between 
the rental income and operating costs 
would be taxed as income over the term 
of the lease. However, under a lease, a 
higher capital cost allowance would 
usually be taken in the early years to 
defer the income to the later years. 


2.136 According to DPW officials, 
tax implications are not considered 
when analyzing and evaluating invest- 
ment alternatives such as long-term 
leases or lease—purchase agreements. 
In the case of the Louis St. Laurent 
Building, DPW officials said they did 
not conduct such an analysis. 


2.137 Conclusion. In our view, to 
determine the total cost to the Crown of 
a real property investment decision, 
DPW should estimate and take into 
account the tax implications of various 
options. Such an analysis could be 
done using standard assumptions with- 
Out interfering with the rights of 


individual taxpayers. Tax implications 
are particularly important in cases such 
as this one, in which large sums of 
money are involved and the transaction 
is not subject to a competitive bidding 
process through public tender. Tax- 
ation benefits can make a significant 
difference in tender offers made by 
developers in public bidding for the 
provision of space to the Crown. 


2.138 Issue — The government’s 
method of accounting for capital 
acquisitions may contribute to real 
property investment decisions that 
are not economical. The lease— 
purchase transaction demonstrates that 
the government’s own practices may 
contribute to uneconomical decisions 
in the way office space is acquired. 
Under these practices, capital outlays 
are fully expensed in the year they are 
made, and added to the deficit of the 
current year. For lease—purchase 
agreements, however, the annual costs ; 
are added to the government’s expendi- 
tures each year but only gradually to the 
accumulated deficit over the term of 
the lease; in this case, over 25 years. 


2.139 Previous reports of the 
Auditor General have noted that lease— 
purchase is a costly method of acquir- 
ing office space. Paragraph 13.45 of the 
Auditor’s General 1984 Report noted 
that a developer’s borrowing rate is 
approximately 2 percentage points 
higher than the government’s borrow- 
ing rate. Our 1988 Report (paragraph 
19.42) noted that acquiring the Gov- 
ernment of Canada building in 
Edmonton, Alberta, through lease— 
purchase cost almost 20 percent more 
than the alternative of Crown construc- 
tion. 


2.140 Conclusion. Rental rates are 
based on the costs of borrowing by the 
developer. For each percentage point 
of interest the developer pays above 
that paid by the government, rents 
increase by approximately 10 percent. 
Thus, if the government were to pur- 
chase a building outright and finance it 


at its own borrowing rate, substantial 
savings could be made. 


Department’s response: In situations 
of fiscal restraint and restricted capi- 
tal for investment, the lease with 
option to purchase can provide a 
practical and advantageous solution 
to space requirements for the Crown. 
Historically, lease transactions with 
an option to purchase have proven to 
be most advantageous. Examples 
include the C.D. Howe Building, L’Es- 
planade Laurier Towers and Les Ter- 
rasses de la Chaudieére. 


Issue 1, the Department of Public 
Works entered the lease—purchase 
agreement based on an unspecified 
term of requirement. The Depart- 
ment of Public Works (DPW) is 
mandated to provide general pur- 
pose office space to all federal 
government departments. In fulfil- 
ling this mandate, DPW manages an 
inventory of space, not just a specific 
building. Space requirements 
change over time. To best satisfy the 
short— and long-term operational 
needs of clients in the most economi- 
cal manner, DPW continually evalu- 
ates options to reduce and eliminate 
vacancies in facilities it manages. 


The Department of National 
Defence (DND) indicated a long- 
term requirement for the space in the 
Louis St. Laurent Building. While 
DND _ subsequently defined its 
requirement to be for a period of 
10 to 15 years, DPW is unaware of 
any funded plan to replace the space 
occupied by DND in the Louis St. 
Laurent Building. In any case, this 
space will be available to other 
tenants within the National Capital 
Region (NCR) in accordance with 
the NCR leasing strategy. 


Issue 2, the Department of Public 
Works entered the lease—purchase 
agreement without due regard to 
economy. The Department did enter 
into the lease with an option to 
purchase agreement for the Louis St. 
Laurent Building with all due regard 
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for economy and did obtain the best 
possible agreement given the situ- 
ation at that time. 


Information available at the time 
indicated that the recession 
appeared to be ending, rental rates 
in Ottawa/Hull were stabilizing, and 
interest rates were bottoming out. 
Based on this information, it 
appeared prudent and practical to 
entertain the leasing of the Louis St. 
Laurent Building with the option to 
purchase in order to solve an out- 
Standing space requirement. 


In analyzing the situation, DPW 
concluded that this was an opportu- 
nity for the government to secure in 
the order of 40,000 square meters of 
rentable space at an attractive price. 
This space, which was available in a 
single block, was seen as a long— 
term space solution in the Out- 
aouais. DND had expressed a 
long-term need for space in that 
quantity. As well, securing this lease 
with option to purchase enabled the 
government to maintain the percen- 
tages of employees at 25 percent on 
the Quebec side and 75 percent on 
the Ontario side of the NCR. 


The Department therefore decided to 
respond to the overtures of the Les- 
sor but first gave itself the advantage 
by obtaining the Lessor’s agreement 
that the lease price would be based 
on the value of the property as 
established by independent 
appraisers chosen by the Crown. 


Issue 3, the Department of Public 
Works does not consider the income 
tax implications of investments in 
real property. The Department is 
aware that generally there are tax 
implications in real property trans- 
actions. Although a federal govern- 
ment department, DPW is not privy 
to the specific tax implications of 
owners for real property transac- 
tions. This information is confiden- 
tial and known only by the owner and 
Revenue Canada Taxation. The 
Department acts as any prudent 
investor does when transacting in 
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real property and relies heavily on 
the market value of the property in 
question. 


Issue 4, the government’s method of 
accounting for capital acquisitions 
may contribute to real property 
investment decisions that are not 
economical. Capital funding 
restrictions resulting from an envi- 
ronment of fiscal restraint coupled 
with operational requirements have 
created the need to enter into lease 
and lease—with—option—to—purchase 
agreements. 


The comparison of a lease—with- 
option—to—purchase agreement to a 
capital investment provides only one 
perspective on the merits of the lease 
with option to purchase. To provide 
a more balanced perspective, the 
lease with option to purchase must 
also be compared to the lease option. 
Under the lease option, DPW sacri- 
fices the build-up of the equity 
available under the lease with option 
to purchase. The Department can 
share in the equity build-up of the 
property via the option to purchase 
at a favourable price. The govern- 
ment thus obtains equity and long 
range benefits for the taxpayers’ 
dollars. 


Department of Fisheries and 
Oceans 


Fishing Vessel Insurance Plan 
Background 


2.141 The Fishing Vessel Insurance 
Plan (FVIP) was established in 1953 by 
an Appropriation Act, to assist fisher- 
men to meet abnormal capital losses. 
The current objective of the Plan is to 
provide insurance coverage and bene- 
fits at reasonable rates for all eligible 
fishing vessels in Canada, while main- 
taining full cost recovery on oper- 
ations. While the Plan provides 
insurance to all eligible fishermen who 
apply, its raison d’étre is to make 
insurance available to those whom the 


private sector will not insure, such as 
those using certain types of boats or 
working in remote areas. 


2.142 The Plan is administered by a 
national headquarters in Ottawa 
(2.5 person-years) and six regional 
offices across Canada (38 person— 
years). Headquarters has functional 
authority over staff in the regions. At 
the end of fiscal year 1991-92, there 
were 6,224 fishing vessels insured, 
valued at $264 million. 


Lack of management action on 
previous recommendations 


2.143 Weaudited the FVIP as part of 
our Atlantic Fisheries audit in 1988. 
We reported: 


Since 1965, numerous reviews and 
studies of FVIP have been done. 
Deficiencies in management prac- 
tices have been noted repeatedly over 
the past 23 years. We identified many 
of these same deficiencies in our 
audit. Although the findings of these 
past studies were accepted by man- 
agement and action promised, there 
was little evidence that the problems 
were subsequently resolved. In 
response to our 1977 audit, the 
Department stated “action has 
already been taken with respect to 
many of the observations ... the 
remainder will be resolved in con- 
junction with a major review of FVIP 
now being undertaken.” Following a 
1985 decision by the Minister against 
privatization, another study has just 
been completed and an action plan is 
now being developed. 


2.144 Aspartofour 1991 follow-up 
to our 1988 audit, we reported: “The 
plan [being prepared in 1988 during our 
audit and in response to the Depart- 
ment’s 1988 study] had not been 
implemented at the time of our fol- 
low-up.” Accordingly, we decided, in 
1992, to audit further to identify and 
report on the cumulative effect of the 
Department’s lack of action and the 
continuing existence of many long— 
standing deficiencies. 


2.145 During this audit, officials 
claimed that much action had been 
undertaken on the recommendations in 
the 1988 action plan. We reviewed the 
implementation of these recommenda- 
tions, many of which were not new and 
had also been documented in the previ- 
ous studies. We found that, although 
management had initiated action on 
many of the 32 recommendations, only 
7 had been fully implemented. Man- 
agement states that it now intends to 
resume implementation of most of the 
remainder. 


2.146 Since 1988, no one individual 
has been given full-time, permanent 
responsibility for the management of 
FVIP. Management functions have 
been assigned to staff on a part-time 
and/or temporary basis. This lack of 
continuity has eroded the corporate 
memory and contributed to the Depart- 
ment’s inability to follow through on its 
promises of action. 


2.147 A major reason given by 
departmental officials for the continu- 
ing lack of corrective action is their 
view that the Plan’s future has been 
uncertain. Resources had therefore 
been diverted to, among other tasks, 
privatization. The Department states 
that, in response to the government’s 
consistent commitment to identifying 
agencies and programs for privati- 
zation, it has regularly considered 
FVIP as a candidate. Since 1984 a 
number of proposals have been made 
with a view to “privatizing” — or more 
accurately “winding up” — FVIP (see 
Exhibit 2.3 for a listing of key events). 


2.148 Whatever their merit, these 
successive proposals to Ministers for a 
program wind-up have had the effect of 
diverting resources away from imple- 
menting action plans to solve the many 
known deficiencies. 


Deterioration of performance since 
1988 


2.149 Viability of the Plan. Over- 
all, the financial and business situation 
of the Plan has deteriorated since 1988. 
The number of vessels insured has 
declined by 25 percent and the value 
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insured has dropped by more than 
40 percent. Over time the Plan has had 
surpluses and deficits on operations; 
however, it has had a growing annual 
deficit on operations for the last three 
years, reaching $2.4 million in 
1991-92 — or over a third of premiums 
collected. Finally, the operating 
expenses as a percentage of premiums 
collected have also increased since 
1988-89 to reach their maximum at 
48 percent of revenue in 1991-92. 
While average premiums received per 
thousand dollars insured have 


. Nov. 84 


Lack of continuity has 
eroded the corporate 
memory and contributed 
to the Department's 
inability to follow through 
on its promises of action. 


Exhibit 2.3 


Privatization* Attempts 


Announcement by the Minister that FVIP would be privatized by April 1986 


as excellent service was considered available from the private sector. This 
was announced as part of government’s commitment to less governmental 


intervention in the market place. 


. Mar. 85 


Announcement by the Minister that FVIP would continue to be managed by 


the Department and the program would be placed on a self—sustaining basis. 
This was based on the rationale that the private sector could not guarantee 
insurance protection to fishermen in all parts of Canada. 


3. Sep. ’85 
4. Mar. ’87 
5. Mar. ’88 


Nielsen Report recommended winding up FVIP within three years. 
Minister decided that the Nielsen recommendation would not be pursued. 


The Departmental Management Committee determined that “the long-term 


objective remains the privatization of the FVIP.” 


. Mar. 789 


Strategy for privatizing the FVIP was developed by departmental officials “in 


the event that the Minister decides to pursue the privatization option”. 


we DECmS9 


Documentation was prepared by officials for an announcement of a decision 


to privatize through seeking formal proposals from private sector on 
assumption that private sector would provide coverage in all areas of the 


country. 


Announcement was withdrawn the day before it was to be made. 


. Apr. 90 


In a memo to regions, the Department stated there were no plans for 


privatizing the FVIP in the foreseeable future. 


approval to privatize the FVIP. 


FVIP’s business. 
Minister accepted it. 


Canada. 


Options presented to the new Minister. 
Minister then decided not to accept the privatization option. 


Senior officials sought permission to develop a Cabinet Document seeking 


Cabinet Document was developed but was never sent. 


Recommendation to the Minister by departmental officials to discuss with the 
private sector and determine if many firms were interested in bidding for 


Minister accepted a recommendation to consolidate FVIP. 


Minister restated the policy that privatization would be considered if it offered 
stable and reliable marine insurance at reasonable rates to all fishermen in 


Minister decided on St. John’s for headquarters location. 


‘Privatize’ has normally meant the sale of a government business as a going 

concern and as such the use of the term is misleading as a description of what 
was intended by the activities described here. What is meant is an attempt to 
wind up the affairs of FVIP, with the private sector taking over the policies. 
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Each of these trends — a 
rapidly declining 
insurance base, rising 
deficits and declining 
efficiency —- would be 
matters of grave concern 
to management of any 
insurance program. 


Our analysis shows that, in 
the past three years, there 
has been no improvement 
in turnaround time. 


we 


remained relatively constant since 
1985-86, average indemnities paid per 
thousand dollars of insurance written 
have risen sharply in the last three 
years. 


2.150 Each of these trends — a 
rapidly declining insurance base, rising 
deficits and declining efficiency — 
would be matters of grave concern to 
management of any insurance pro- 
gram, and we would have expected 
management to have a full understand- 
ing of their causes and to have plans to 
reverse them. However, management 
has not attempted to determine the 
causes of these trends. For example, 
management has no information on 
whether people leaving the Plan are 
doing so in order to buy insurance from 
the private sector, to become self- 
insured, or to leave the fishery. The 
Department is satisfied that its volume 
of business is decreasing, and accord- 
ingly no remedial action on this lack of 
information is planned. No attempts 
have been made to determine the future 
impacts of these trends on the Plan. 


2.151 The Department responds 
that its operational philosophy is one of 
passive competition with other insurers 
and, accordingly, it would be pleased if 
it found that fishermen could be per- 
suaded to insure their vessels with 
commercial insurers instead. How- 
ever, as noted above, the Department 
does not know why the numbers have 
declined and hence cannot act to 
reverse them. 


2.152 The situation of the Plan may 
become graver as a consequence of the 
recent moratorium on fishing the north- 
ern cod stocks. Although the Minister 
has announced his intention to assist 
fishermen with vessels’ fixed costs 
(including gearing up, maintenance, 
insurance, etc), the Plan will possibly 
face a significantly increased moral 
hazard, and may need to develop new 
insurance policies to provide appropri- 
ate coverage for boats laid up as a result 
of the moratorium or face the loss of a 
significant portion of its business. 


2.153 Service to fishermen. 

Although the Department does not 
monitor this, it has agreed that the 
turnaround time for processing claims 
is an important aspect of the service 
provided to FVIP clients. The Plan 
approves, on average, about 400 claims 
per year. In 1988 the Department found 
that one third of its claims took longer 
than six months to resolve, and con- 
cluded then that this was unsatisfac- 


tory. 


2.154 We observed no_ action 
directed at improving this situation, 
and norms or standards for processing 
claims have yet to be set. Further, our 
analysis shows that, in the past three 
years, there has been no improvement 
in turnaround time. 


2.155 We reviewed in detail those 
claims that took more than six months 
to process during 1990-91 and 
1991-92. Our analysis showed that 
nearly half of the turnaround time 
consisted of delays that could have 
been avoided if management had a 
clear understanding of what FVIP’s 
insurance policy covers, proper conirol 
and a pro-active approach to claims 
review. Inonecase, ittook 18 months to 
pay the claim as headquarters and 
regional staff could not agree on 
whether FVIP’s policy covered dam- 
age caused by lightning (see 
Exhibit 2.4). 


Significant weaknesses in 
management practices 


2.156 Weaknesses in management 
practices have continued to exist for 
some time. In combination, these have 
contributed to the failure to improve 
client service and possibly to the 
declining clientele of the program. 


2.157 Direction and guidance to 
regional staff. Following the 1988 
action plan, headquarters management 
made a commitment to develop and 
implement a claims manual on a prior- 
ity basis, followed by a comprehensive 
procedures manual. Further, because it 
was uncertain about the meaning of key 
areas of its current policies, it under- 


took to perform a legal review and to 
provide the regions with a list of 
approved policy variations. 


2.158 Although a draft claims man- 
ual was developed it has not been 
completed or implemented. No work 
has been initiated to develop the com- 
prehensive procedures manual. The 
legal review of current policies has not 
been completed. In practice, the 
policies do not appear to have success- 
fully protected the Plan from legal 
challenge. 


2.159 Furthermore, no training on 
vessel appraising and claims adjust- 
ment is provided to staff, and the FVIP 
Management Committee, composed 
of headquarters management and the 
six regional managers, has not met in 
the last two years. In short, little 
guidance or direction is provided to 
staff. 


2.160 Although headquarters man- 
agement has functional authority for 
the Plan, ithas not defined performance 
targets; nor does it systematically 
monitor regional activities to ensure 
consistent quality in the conduct of 
business. Overall, we found that the 
Plan is not being run consistently. 
Among regions, we found considerable 
variation in the conduct of their activ- 
ities. One of the consequences is that 
there is no assurance that the vessels 
insured with FVIP are not either over— 
insured or under—insured. 


2.161 Review and approval of 
claims. Headquarters management is 
responsible for reviewing and approv- 
ing claims regardless of their size or 
nature, in an attempt to ensure national 
uniformity in this area. Since June 
1991, the Department has not staffed 
this function on a permanent full-time 
basis. On occasion, there has been no 
one assigned to this task. This has also 
contributed to delays in settling claims. 


2.162 Claims are first reviewed and 
adjusted by field staff. Each claim is 
then fully reviewed by the Regional 
Manager and submitted to head- 
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quarters. Headquarters in turn reviews 
all claims submitted. Because of these 
levels of review on every claim, most 
regional managers believe that con- 
siderable duplication exists. Often 
issues arise during the review of claims 
that result in disagreement between 
regional and headquarters manage- 
ment. We observed that many of the 
issues tend to recur. Resolutions of 
disagreements are not communicated 


Exhibit 2.4 


© CASE1 


Claim for damages due to lightning. 

Headquarters rejected the claim because “the Plan does not insure against lightning”. 
Regional staff identified examples of similar claims approved in the past. 

Legal advice was sought and suggested claim could be paid. 


Legal advice also suggested that policy wording could be changed to prevent future 
confusion. 


e Headquarters maintained decision to reject the claim. 

e Fisherman initiated legal action. 

e Regional staff again showed examples of similar claims approved in the past. 
e Headquarters approved the claim. 
e 
e 


Tumaround time: 18 months. 
Management still not clear as to whether existing policy covers damage caused by lightning. 


CASE 2 


e Claim for motors that were installed on a new uninsured vessel damaged by fire. 
e Motors were originally on an older, insured vessel. 


e Considering mitigating circumstances, the regional manager recommended approval of the 
claim for motors on a “common sense basis”. 


e Headquarters rejected the claim on the basis that equipment is insured only insofar as it is 
used on the insured hull. 


e Damaged hull was not insured and not claimed. 

e Using a broad interpretation of FVIP Regulations, headquarters suggested that the new 
vessel and motors be retroactively insured so that a claim for both the hull and motors could 
be paid. 

e Regional staff expressed serious reservations about insuring a boat after the fact and 
requested that the initial claim for motors only be approved. 

e Headquarters approved the initial claim for motors. 

e Turnaround time: 5 months. 


CASE 3 


Claim for latent defect. 

Suggestion that wear and tear may be the cause. 

Special investigation concluded that the cause was latent defect and not wear and tear. 
Regional manager recommended approval of the claim. 

Headquarters argued wear and tear was the cause. 

Headquarters requested the damaged components for examination by metallurgical 
laboratories. 

e Regional manager provided the requested component mentioning that past experience with 
such examination “has been less than satisfactory”. 


e Noresult of metallurgical analysis in the file. 
e Headquarters approved the claim. 


e Tumaround time: 9 months. 
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This troubled program 
has been the subject of 
considerable study, 
evaluation and audit, but 
little action. 
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among staff in such a manner as to 
ensure that similar claims are quickly 
resolved in the future. 


2.163 Furthermore, files sometimes 
lacked sufficient documentation to 
support the decisions to pay the claims; 
as a result, the basis for approving 
claims was not clear. See Exhibit 2.4 
for cases demonstrating these defi- 
ciencies. 


Solution being considered by the 
Department 


2.164 There are many _ long— 
standing deficiencies in need of reso- 
lution. While there has been a lack of 
action directed at specific deficiencies, 
efforts have been made to implement 
changes to the structure of the Plan. An 
announcement was made.in April 1992 
that the administration of the Plan 
would be consolidated. The major 
changes proposed are: FVIP will be 
headed by a General Manager; the 
number of regions will be decreased to 
four; and the headquarters will be 
located in St. John’s, Newfoundland. 


2.165 The Department views the 
appointment of the General Manager as 
imperative prior to addressing other 
implementation issues. Two months 
after the announcement, the appoint- 
ment of the General Manager had not 
taken place. The planned changes deal 
with structure and reporting relation- 
ships. At the time of our audit, draft 
plans did not address how the changes 
would resolve any of the specific 
deficiencies observed. 


Conclusion 


2.166 This troubled program has 
been the subject of considerable study, 
evaluation and audit, but little action. 
Deficiencies have been observed, 
action has been promised and imple- 
mentation plans drawn up. However, 


senior management has not demon- 
strated a sustained commitment to 
resolving these weaknesses. The last 
major departmental review of FVIP 
took place in 1988. The recommenda- 
tions resulting from that review were 
not fully implemented and, since that 
time, the Plan’s performance has 
deteriorated significantly. These per- 
formance trends raise serious questions 
about the Plan’s future. The plans 
provided to us during the audit that 
dealt with the consolidation and reloca- 
tion of FVIP’s activities are not suffi- 
ciently specific to clearly determine 
whether or when specific deficiencies 
will be addressed. In mid—August 
1992, well after the end of our audit, the 
Department presented us with an action 
plan that it claims will respond to all of 
the deficiencies identified. The 
Department also claims that this plan 
will result in the implementation of 
most of the recommendations made in 
its 1988 review. 


Department’s response: The Depart- 
ment concurs that there are defi- 
ciencies in the management of the 
Plan and appropriate corrective 
actions have been identified but, as 
indicated in the Auditor General's 
note, their implementation has lagged. 
However, the Department now has 
clear direction that the Plan is to 
remain in the government sector 
because of its objective which is to 
ensure that all fishermen, irrespective 
of their location and type of vessel, 
have access to vessel insurance at 
reasonable rates. The focus of our 
efforts will now be towards improving 
the management of the Plan and the 
quality of services to our clients. In 
this vein, the Department announced 
that a General Manager of the Plan 
will be appointed with the responsibil- 
ity to address those deficiencies identi- 
fied above. 
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Follow-up of Recommendations 
in Previous Reports 


Main Points 


3k Departments continue to make progress in correcting deficiencies, although it is slow in 
some areas. 
3.2 Immigration — Departments involved in these activities have made good progress in 


implementing some of our recommendations. Improvements have been or are being made in the 
management of immigration levels, the automation of immigration activities at missions abroad, the 
control over access to the refugee system, and the initial refugee hearing process, but overall 
efficiency gains have yet to materialize in the foreign delivery of the Immigration Program. Medical 
screening procedures have also been reviewed and improvements made at Customs’ primary 
inspection line. More needs to be done, however, in several areas including paper burden, training of 
personnel, development of efficiency norms and resource allocation abroad, security screening and 
removals. 


oo Department of the Environment — Conservation and Protection — The Department has 
made satisfactory progress in many areas within the programs examined in 1991, including the 
release of its comprehensive environmental strategy, the Green Plan. However, with respect to the 
implementation of the Canadian Environmental Protection Act (CEPA) and sections 36 to 42 of the 
Fisheries Act, areas requiring further attention are identification of standards of environmental 
quality, levels of compliance required to achieve these standards, and assessment of the 
effectiveness of regulations. The 7 August 1992 ruling of the Superior Court of Quebec on CEPA, 
and the mandatory parliamentary review of the administration of the Act, might influence future 
action in these areas. In the Great Lakes, the federal program co-ordination structure has been 
strengthened, but action to implement changes is slow. 


3.4 Department of National Defence - Human Resource Management — Progress has been 
satisfactory on some recommendations. Much remains to be done in several cases. The Department 
still needs to re-evaluate its Official Languages Program implementation in order to respond to 
identified needs. Work is still required to ensure that relevant, cost-effective and timely training is 
provided. The level of medical support required in peacetime to support unique military needs has 
yet to be defined. 


one Department of the Secretary of State — Education Support — In the area of 
Post-Secondary Education Support, progress has been slow. As for the Canada Student Loans 
Program, the Department is undertaking corrective measures. However, more needs to be done in 
formalizing and implementing agreements with provinces and in improving the management 
information system for student loans. 


3.6 Department of Transport — Airports — While the Department has had some success 
with runway expansion, it still lacks a clear management strategy and a plan for financing capital 
needs. 


ze Reporting to Parliament — This issue is addressed in Chapter 6 of this Report. A number 
of follow-up audits this year have indicated that problems identified previously have not yet been 
fully resolved. 


19 


ai eo 


on 


- ghalte! rare conn 5 ith atte 
iy . ah euelkat 


jee olen sso 


7 ae 7 

(1 Moet = othe 7 

nn MiMi peat ae oa 
de oY) EO a ee ois aan 

o0qe Goh bad (@: " ; 

¥) id wala hake Cl Any aga 
=} pile weird ts 

5 SV ale tuee uel 


= | on ¥ ext WY 


we 


i= iripgetitrnd wt log 
' ; Jit & =»; 
lr et O.0lrR. Vol EM 
Pun ad te Alken ti? "> i. 

oe ewirne® Seine a ial 
pre Veni Agred W% 

ie, “srr rind S 

3° Fy wen 
“Te! ah’ 


a pamenT | A he) 


i a _. Vs vi ~ (erty inertia a 
i ro sia gas TDA 

ringnd 4 Bim se oh 

ni (Ms i. a Naples 


a] a ) Mie (wrist y a6 TL 


a : iam eg ig mb wn wit o Sa a A 


re oma | od « a re Y Pe’ Ge (Peary = rg 
_ wffien ¢ Toa Ne (rq 2 ed _ TTpear (aR 6 tes 


foo 


‘eA ee mT - at « e 


pamebne oes ar 
: 


Introduction 


3.8 Departments are taking 
action to correct deficiencies noted in 
our Report. Progress is slow in some 
areas. 


3.9 Observations and recommen- 
dations made in our annual Report are 
normally followed up and reported in 
the Report, two years after the original 
chapter is published. This year, fol- 
low-up has been cancelled on three 
chapters, and deferred on three others. 


3.10 The issues raised in the 1990 
chapter on the Crown Corporation 
Audit Regime were followed up and 
reported in 1991, Chapter 4, The 
Accountability Regime — Making it 
Work. Issues relating to reporting 
performance will be further reviewed 
during audits to be completed in the 
next few years. 


3:11 The 1990 chapters on Values, 
Service and Performance and Effi- 
ciency in Government: A Special 
Study were not audits but studies. 
Studies are done to increase under- 
standing of important and complex 
issues, and usually there are no recom- 
mendations. Among other things, the 
insights gained during a study may help 
us in subsequent audits. Therefore, no 
formal follow-up is carried out. 


3.12 Follow-up on the 1990 
Information Security Audit has been 
deferred until 1994. Departmental 
internal audit groups are required to 
conduct an internal audit of com- 
pliance with the Government Security 
Policy in their departments, by the end 
of 1993. Therefore, we decided that it 
would be appropriate to defer review of 
these reports, and of the actions taken 
by the departments and _ central 
agencies to address the deficiencies 
noted in our 1990 chapter. 


3.13 Follow-up on the two 1990 
audits of the RCMP — Federal Law 
Enforcement and Support Services to 
Canadian Law Enforcement Agencies 
— has been deferred to 1993. 
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Elections Canada - 
1989, Chapter 10 


Background 


3.14 Our 1989 chapter on Elec- 
tions Canada presented observations 
and recommendations with respect to 
the electoral process, election support, 
reporting to Parliament and co—ordina- 
tion with other electoral offices. 


Conclusion 


S.15 Considerable progress has 
been made by Elections Canada in 
addressing recommendations and 
observations noted in our 1989 Report. 


3.16 We recognize that, given the 
recommendations of the Royal Com- 
mission on Electoral Reform and Party 
Financing, possible amendments to the 
Canada Elections Act, and the passing 
of the Referendum Act, Elections 
Canada is faced with an evolving 
environment that has placed heavy 
demands on its resources. Also, it 
should be noted that the ultimate test for 
some of the implemented changes will 
be an election and/or a referendum; 
until that happens it may be difficult to 
assess some areas adequately. 


S17, While Elections Canada has 
taken some steps to address all of our 
recommendations, further work is 
needed in the following areas. 


Observations 


Planning, Analysis and 
Documentation 


3.18 In 1989 we recommended that 
Elections Canada adopt a more formal 
approach to its work and place greater 
emphasis on planning, analysis and 
documentation. In our follow-up, we 
noted that it has established procedures 
for the preparation of budgets, includ- 
ing those for the costs of holding an 
election. Also, it has carried out a 
review of its organizational structure 


Considerable progress 
has been made by 
Elections Canada. 
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A strategic plan for its 
operations has yet to be 
developed. 
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with a view to formalizing the lines of 
responsibility. As to the documentation 
of policies and procedures generally, 
Elections Canada has not yet devel- 
oped a manual, and many policies and 
procedures are in draft form. We 
understand that it plans to formalize 
them in a manual in the near future. 


3.19 Elections Canada has not yet 
developed a strategic plan for its oper- 
ations. However, in 1991 it appointed a 
Director, Strategic Planning and 
International Services, with responsi- 
bility for developing a strategic plan. In 
early 1992 a consultant completed a 
review of the planning process to assist 
in developing an approach to strategic 
planning. Elections Canada plans to 
take action on the consultant’s report 
when resources become available. 


Contracting Procedures 


3.20 Elections Canada has made 
improvements to its contracting pro- 
cedures. Although the Chief Electoral 
Officer is not subject to government 
contract regulations, Elections Canada 
has indicated that it is voluntarily 
following them where appropriate. 
However, the contract files are not well 
organized, and it is difficult to deter- 
mine whether all the required support- 
ing documentation exists for all 
contracts. In addition, the draft con- 
tracting policy has not yet been formal- 
ized. Elections Canada is aware of 
these problems and is planning to 
rectify them. 


Reporting to Parliament 


3.21. In 1989 werecommended that 
Elections Canada discuss with the 
Department of National Revenue — 
Taxation the availability of informa- 
tion on the cost of election tax credits 
for reporting to Parliament. Elections 
Canada now reports the cost of such 
credits in its Part III Estimates. How- 
ever, the information provided in the 
1992-93 Estimates is outdated and 
incomplete. Elections Canada plans to 


continue its discussions with National 
Revenue — Taxation with a view to 
obtaining more complete and up-to— 
date information. 


The Departments of 
National Revenue — 
Taxation and Finance - 
Charities, Non-Profit 
Organizations and the 
Income Tax Act - 

1990, Chapter 10 


Background 


3.22 Our 1990 chapter on Char- 
ities, Non-Profit Organizations and the 
Income Tax Act presented observa- 
tions and recommendations on the 
administration of the Income Tax Act 
with respect to charities and non-profit 
organizations. 


Conclusion 


3.23 The departments of Finance 
and National Revenue — Taxation are 
addressing some of our concerns. 
However, we are still concerned that 
there may be no effective penalty for 
non-compliance. We are also con- 
cerned that it is still possible for 
charities to circumvent the intent of the 
Income Tax Act pertaining to allow- 
able business activities and that certain 
legislative rules pertaining to non— 
profit organizations need to be clari- 
fied. 


Scope 


3.24 As a follow-up we reviewed a 
Status report prepared by the Depart- 
ment of National Revenue — Taxation 
explaining the action it has taken on our 
observations and recommendations. 
We also conducted interviews and 
reviewed related documentation. 


Observations 
Charitable Organizations 
Late filing 


3.25 Our 1990 audit concluded that 
not levying the mandatory late—filing 
penalty, delaying revocation of 
registration for failure to file annual 
returns, not instituting legal proceed- 
ings to enforce the filing requirement, 
and reinstating revoked registrations 
acted as disincentives for charities to 
meet the legislative requirement for 
filing. 


3.26 Our follow-up found that, 
after consultations with charities, the 
Department of National Revenue — 
Taxation “concluded that a late—filing 
penalty was notas effective as revoking 
registration” and that “the penalty 
would only serve to further reduce the 
already scant resources available to a 
charity’s beneficiaries.” The Depart- 
ment also believes that “voluntarism 
should not be discouraged through 
undue threat of penalties for non—com- 
pliance.” It is therefore studying 
proposals to amend the Income Tax Act 
to exclude registered charities from the 
late—filing penalty imposed under sec- 
tion 162(7). 


3.27 The Department is now 
revoking the registration of charities 
that do not comply with the filing 
requirement. The initiation of revoca- 
tion proceedings imposes costs on a 
charity and is not necessarily less costly 
than a late—filing penalty. The costs 
could include administrative costs, 
accounting costs and professional fees. 
It is also important to remember that 
revocation of a charity’s registration 
may result in the imposition of a 
revocation tax due within one year of 
the effective date of revocation. This 
penalty tax is equal in amount to the 
assets that the charity has not disbursed 
to qualified recipients. 
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Revocation of charitable status 


3.28 Our review of files in 1990 
found no evidence of any follow-up to 
determine whether revocation tax was 
due from charities whose registrations 
had been revoked for failure to file, or 
from those requesting revocation of 
their status. Our follow-up found that 
the Department is addressing our con- 
cerns. 


Penalties for non—compliance 


3.29 Our 1990 audit noted that 
when a registered charity contravened 
the provisions of the Income Tax Act — 
apart from not filing and committing 
fraud — the only sanction available to 
the Department of National Revenue — 
Taxation was to exercise its right to 
revoke registration. The legislation 
does not provide the Department with 
the power to levy a monetary penalty or 
to tax unrelated business profits earned 
by the charity. 


3.30 Our follow-up found that, 
starting in January 1993, almost all 
information provided with the Public 
Information Return will be available to 
the public on request. The Department 
of National Revenue —- Taxation 
believes this measure should prove a 
very potent incentive for charities to 
comply with the requirements of the 
Income Tax Act, because the donating 
public would have access to material 
previously considered confidential. 
The Department is also placing more 
emphasis on educating the charity 
sector about the requirements of the 
Income Tax Act. 


33k The Department’s position 
with respect to sanctions is as follows: 


“The Department agrees that some 
form of sanction is required to 
ensure that charities honour their 
obligations under the Income Tax 
Act; however the nature of these 
sanctions must necessarily differ 
because of the particular nature of 
the charities sector and the peculi- 
arities of their problems. For 
example, the funds are given to 
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these organizations, largely made 
up of volunteers, for charitable 


purposes only. 


Bearing in mind the intent of the tax 
incentive, any such _ sanctions 
should ensure that the charitable 
objectives do not suffer unduly 
because of any negligence or 
wrongdoing on the part of those 
administering the charity. 


To enforce current sanctions, the 
Department will: 


e more strictly adhere to the annual 
revocation cycle; 


e increase the number of restricted 
audits; 


e do random follow-up audits of 
revoked charities; and 


e ensure revoked charities 
appropriately distribute their 
assets and/or pay their revocation 
tax.” 


3.32 We support these initiatives. 
However, they do not adequately deal 
with our concern that there may be no 
effective penalty for non-compliance. 
If acharity contravenes the Income Tax 
Act, its registration may be revoked, 
and, as previously stated, revocation 
may result in the imposition of a 
penalty tax. To avoid this penalty and 
preserve their assets, the principals of a 
charity can incorporate a new charity, 
which the Department must register if it 
satisfies the requirements of the Act. 
The assets of the old charity can be 
transferred to the new charity. Given 
this legislative framework, if a charity 
contravenes the Act by, for example, 
Carrying on an unrelated business, the 
new charity that it creates may end up 
keeping any profits earned. Thus it 
would profit from non-compliance. 
This is a disincentive for a charity to 
comply with the Act and it could be 
unfair to a competing private sector 
business. 


Donation receipts 


3233 Our 1990 audit found that 
although the Department of National 
Revenue — Taxation did examine dona- 
tion receipts, it did not have an 
appropriate audit program to deter- 
mine their validity. 


3.34 The Department is now 
addressing our concerns. It has advised 
us that a mainframe program, in the 
final stages of design, will assist in the 
comprehensive monitoring of char- 
ities. This program will provide the 
technology to match taxpayer receipts 
and to identify non—complying char- 
ities for post—assessment. 


3.35 In 1990 we reported that it was 
possible for charities to circumvent the 
intent of the Income Tax Act pertaining 
to allowable business activities. 


3.36 In our follow-up we found 
that the Department of National Rev- 
enue — Taxation, after consulting with 
the charity sector, will use an inter- 
pretation of “related business” based 
on the tests set out by the Federal Court 
of Appeal in the case of Alberta Insti- 
tute on Mental Retardation v. The 
Queen. The Department’s position will 
be explained in greater detail in a 
December 1992 publication devoted 
exclusively to business activities. 
Because the law has not been amended 
we are still concerned that charities will 
be able to circumvent the intent of the 
Income Tax Act pertaining to allow- 
able business activities. 


Information to the public 


S57, We found in 1990 that rel- 
evant, accurate and complete informa- 
tion was not always available to the 
public through the Public Information 
Return. 


3.38 The Department is now 
addressing our concerns. Among other 
things, arevised information return has 
been prepared, standards for financial 
statements will be developed, and the 
public will be advised that the Depart- 
ment does not assume responsibility 


for the accuracy or completeness of the 
Public Information Return. 


Information on non-compliance 


3.39 We reported in 1990 that the 
Department of National Revenue — 
Taxation did not have a program to 
analyze examination data and provide 
the information necessary for manage- 
mentto evaluate the extent of voluntary 
compliance with the law. 


3.40 The Department is now revis- 
ing the annual information return to 
assist its audit activities. We support 
this initiative. We believe that it is 
important not only to identify non— 
complying charities but also to try to 
find out why they did not comply. We 
were informed that the Department has 
undertaken some projects to monitor 
the reasons for non-compliance. 


Non-Profit Organizations 
Filing Requirements 


3.41 In 1990 we expressed concern 
that because there were no annual filing 
requirements for all non-profit organ- 
izations, the Department of National 
Revenue — Taxation had not developed 
a compliance program to secure an 
effective check on the right of such 
organizations to enjoy exemption from 
taxation. 


3.42 Consultations between the 
departments of Finance and National 
Revenue — Taxation have been ongoing 
since then. A detailed ways and means 
motion to amend the Income Tax Act 
was tabled in Parliament on 19 June 
1992, requiring non-profit organi- 
zations to file annual returns for fiscal 
years ending in 1993 and thereafter. 


Commercial activities 


3.43 Our 1990 audit also found that 
certain legislative rules needed to be 
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clarified. We commented on the fact 
that in a 1983 decision (The Gull Bay 
Development Corporation v. The 
Queen), the Federal Court — Trial 
Division held that if profit from a 
commercial activity is used to fund 
social and welfare objectives, the 
organization is not operating for a 
profit. This may enable a non-profit 
organization to carry on any type of 
commercial activity. We also pointed 
out that there are circumstances that 
enable members to benefit from an 
organization’s tax-exempt status. 


3.44 In the course of our follow—up 
the Department advised us that it 
considers “‘that the case confirms that a 
non-profit organization may conduct a 
commercial operation where the activ- 
ity itself is the means of carrying out the 
non-profit organization’s objectives”. 
In its view, “this does not sanction the 
conducting of a commercial activity 
that has nothing to do with carrying out 
the non-profit organization’s objec- 
tives other than supplying profits to 
achieve those objectives”. National 
Revenue—Taxation has advised us that 
the information received on the new 
annual returns for non-profit organi- 
zations will be used to determine the 
significance, if any, of the incidence of 
non-profit organizations conducting 
commercial activities that have noth- 
ing to do with carrying out the non— 
profit organizations’ objectives. 


3.45 We are still concerned that 
certain legislative rules need to be 
clarified. We are unable to provide 
Parliament with reasonable assurance 
that the law is sufficiently clear to see 
that only organizations “organized and 
operated exclusively for social wel- 
fare, civic improvement, pleasure and 
recreation or for any other purpose 
except profit” are entitled to exemption 
from tax as non-profit organizations. 


85 


8 SE SSR DSA 
Follow-up of Recommendations in Previous Reports 


Co-ordination of the 
Immigration Program has 
been improved. 


Reasonable progress has 
been made in the overall 
management of the 
Immigration Program. 
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Immigration — 
Management of the 
Immigration Program — 
1990, Chapter 12 


Background 


3.46 In 1990 we reported on four 
major areas of the Immigration Pro- 
gram: the overall management of the 
Program, the delivery of immigration 
activities abroad, the processing of 
refugee claims in Canada, and control 
and enforcement activities. Each of 
these topics formed the subject of a 
separate chapter in our report to Parlia- 
ment. The same approach has been 
used to report on our follow-up. 


3.47 Two significant events have 
occurred since our last audit. First, 
Employment and Immigration Canada 
(EIC) focussed considerable effort on 
reviewing several key Program 
management and control mechanisms, 
and the Minister of Employment and 
Immigration recently proposed a series 
of important amendments to the 
Immigration Act. Bill C-86 was tabled 
in the House of Commons in June 1992 
and was subsequently referred to a 
legislative committee for study. 
According to EIC, the primary aims of 
the proposed amendments are to 
improve the management of the immi- 
grant selection system, preserve the 
integrity of the Program, better protect 
Canadian society, and make the refu- 
gee status determination process 
simpler, fairer and more efficient. We 
found that the text of Bill C—86 
addresses many of the observations and 
recommendations made in our 1990 
Report. 


3.48 The other event, in August 
1992, was the transfer of responsibil- 
ities for foreign delivery of the 
Immigration Program from External 
Affairs and International Trade Canada 
to Employment and Immigration 
Canada (EIC). This transfer should 


clarify the accountability of stakehold- 
ers and improve the co-ordination of 
Program activities as a whole. EIC and 
the Department of National Health and 
Welfare (NHW) were also discussing 
the transfer of NHW’s Division of 
Immigration Overseas Health Services 
to EIC. 


Conclusion 


3.49 In addition to the above—men- 
tioned elements, EIC has made reason- 
able progress in response to several of 
our observations and recommenda- 
tions concerning the overall manage- 
ment of the Immigration Program. For 
instance, Program co-ordination infra- 
structure has been improved and steps 
have been taken to better manage 
immigration levels. EIC has also made 
reasonable progress in the areas of cost 
recovery and Program evaluation. 


3.50 On the other hand, given the 
importance of training to the delivery 
of the Program, we feel that EIC 
management should pay more atten- 
tion to this question. We have also 
noted that the quality of information to 
Parliament still needs to be improved. 


Areas of Reasonable Progress 


3.51 Co-ordination of _ the 
Immigration Program. There have 
been significant improvements in the 
Program’s co-ordinating infrastruc- 
ture. Following a Treasury Board 
directive, an interdepartmental com- 
mittee on resources allocated to 
immigration was formed, comprising 
representatives of 12 departments and 
agencies involved in the Program. The 
main purpose of this committee is to 
facilitate the preparation of quarterly 
reports to Treasury Board on levels of 
immigration, overall Program 
expenditures and revenue from cost 
recovery. A co-ordinating committee 
at the assistant deputy minister level 
has also been set up to handle issues of 
policy and overall Program orienta- 
tion. EIC has also set up committees 
responsible for liaison with other 
departments. 


3.52 Following the transfer of 
responsibilities for immigration 
operations abroad, EIC and External 
Affairs signed an agreement that sets 
out a new division of responsibilities 
and resources. EIC and the Department 
of National Health and Welfare (NHW) 
were also discussing the transfer of 
NHW’’s Division of Immigration Over- 
seas Health Services to EIC. However, 
few changes have been made to the 
other interdepartmental agreements 
that existed in 1990. 


3.53 Management of immigra- 
tion levels. In 1990 we reported that 
planned immigration levels had been 
significantly exceeded for the previous 
three years. In October 1990, EIC 
announced annual immigration levels 
based on a five-year plan and replaced 
“range” levels with specific levels for 
each class of immigrants. Instructions 
were given to External Affairs to 
improve management of the number of 
immigrants selected abroad. In 1991 
the total number of immigrants was six 
percent less than the overall planned 
level. Since August 1992, EIC has been 
responsible for processing immigrant 
applications abroad. 


3.54 Bill C—86 provides for a new 
immigration level management sys- 
tem that would group immigrant 
classes into three streams, only two of 
which would be subject to annual fixed 
limits. 


3:55 Immigration cost recovery. 
EIC reacted positively to our recom- 
mendation that it clarify the basis for 
setting fees and that it periodically 
review the costs of providing immigra- 
tion services and the related fees. EIC 
has adopted a basic policy of recover- 
ing as much of the cost as possible, 
taking into account the fees charged in 
other countries. A plan was developed 
to raise fees over a period of three years. 
EIC is also looking into the possibility 
of charging fees for a number of other 
services that currently are being pro- 
vided free of charge. 
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3.56 Program evaluation. In 
1990 we found that a number of key 
Program components had not been 
evaluated. EIC has since prepared a 
plan for evaluating the entire Program 
over a period of seven years. For 
example, a pre-evaluation assessment 
of the settlement component has been 
carried out. An evaluation of the 
primary inspection line at ports of entry 
has been completed in co-operation 
with National Revenue—Customs and 
Excise. EIC was also carrying out a 
pre-evaluation assessment of activ- 
ities abroad. 


Areas of Slow Progress 


S50, Training of personnel with 
immigration responsibilities. In 
1990 we found that some personnel 
with immigration responsibilities were 
not adequately trained and_ that 
responsibilities for training were not 
clear. 


3.58 Although improvements 
have been made in EIC’s internal 
operational training program, more 
needs to be done to ensure that all 
personnel with immigration responsi- 
bilities possess the knowledge and 
skills necessary to discharge their 
duties. EIC still has no system for needs 
identification, recording of training 
received and validation of training. Itis 
therefore unable to monitor its own 
training activities. No new monitoring 
mechanism has been established with 
respect to operational training by other 
stakeholders. 


3.59 Information to Parliament. 
We noted in our 1990 Report that 
information to Parliament on the 
Immigration Program was incomplete 
and fragmented. Since then, EIC has 
restructured its Estimates Part III. 
Budgeted Immigration Program costs 
are now grouped and disclosed under 
one heading. The various program 
activities are listed, as well as the 
related costs. Reference is also made to 
the other departments and agencies 
involved in Program operations. But 
EIC’s Part III still does not set out 


Personnel training has 
been improved but more 
needs to be done. 
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There has been good 
progress on some of our 
recommendations but 
overall efficiency gains 
have yet to materialize. 
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standards for assessing the perform- 
ance of specific operations. 


3.60 Information on immigration 
activities and costs of other stakehold- 
ers in the Program are either disclosed 
separately in their Estimates (Part III) 
or are buried among their other activ- 
ities. Consequently, the information 
provided to Parliament is still frag- 
mented. 


Immigration — Foreign 
Delivery — 1990, 
Chapter 13 


Background 


3.61 In 1990 we reported on the 
delivery of the Immigration Program 
outside Canada by the Department of 
External Affairs. The Department’s 
role involved processing immigrant 
and visitor visa applications, including 
a growing enforcement and control 
activity designed to prevent illegal 
entry into Canada. 


3.62 Responsibility for the deliv- 
ery of the Immigration Program abroad 
was transferred to Employment and 
Immigration Canada (EIC) in August 
1992. A Memorandum of Understand- 
ing between EIC and External Affairs 
specifies in more detail the responsibil- 
ities of each department and the 
resources to be transferred. 


Conclusion 


3.63 The Department of External 
Affairs has made good progress in 
implementing some of our recommen- 
dations. The benefits in terms of 
improved overall efficiency have yet to 
materialize. Improvements have been 
made in the management of target 
levels, automation of immigration 
activities at missions, and use of locally 
engaged program officers. The Depart- 
ment is developing mission-specific 
efficiency norms and enhancing the 
role of internal audit. There has been 
little progress in streamlining the pro- 


cessing procedures aimed at reducing 
the paper burden in the system. 


3.64 Our 1990 chapter indicated a 
concern with the imbalance in the 
allocation of resources in various 
regions of the world. The Department 
had taken a decision to start reallocat- 
ing resources based on changes in 
workload for each of the missions. 
However, implementation plans were 
delayed when the government 
announced the transfer of the Depart- 
ment’s responsibilities for the foreign 
delivery of the Immigration Program to 
EIC. EIC informed us that it intends to 
carry out these plans. 


Areas of Reasonable Progress 


3.65 Management of target levels. 
We recommended in 1990 that the 
Department put measures in place to 
meet EIC’s requirements for a prede- 
termined number of landings and to 
overcome the missions’ wide 
deviations from assigned targets. Our 
recommendations included: taking 
into account relative demand in setting 
targets; formally involving Heads of 
Missions in the target—-setting process; 
and adjusting mission targets during 
the year. 


3.66 The Department has put 
measures in place to achieve these 
objectives. Mission targets were devel- 
oped that took into account a number of 
factors including the relative volume of 
cases processed the previous year at 
each mission as well as the relative 
backlogs at each mission. A database 
was created to allow mission targets to 
be established on a component basis. 
The Department informs us that Heads 
of Missions are now increasingly 
involved in setting targets. Throughout 
1991, performance was closely moni- 
tored and adjustments were made to 
individual mission targets. The suc- 
cessful implementation of these 
measures is reflected in the fact that 
deviations from the 1990 and 1991 
global targets were respectively 5 per- 
cent and 3 percent compared to a 
deviation of 33 percent in 1989. 


3.67 Automation. The Depart- 
ment responded positively to our rec- 
ommendation that there be a 
worldwide acceleration in the automa- 
tion of immigration activities, particu- 
larly at high-volume _ missions. 
Between April 1990 and the end of 
March 1992, the Department installed 
the Computer Assisted Immigration 
Processing System (CAIPS) in Paris, 
Manila and all missions in the United 
States. Prior to 1990, it had installed the 
system in Hong Kong and London. In 
addition to the foregoing the Depart- 
ment has installed automation equip- 
ment at 31 missions not scheduled for 
early CAIPS installation. 


3.68 Locally engaged program 
officers. We recommended that the 
Department should convert more 
Canada-based officer positions to 
locally engaged program staff posi- 
tions. The Department responded by 
increasing the proportion of locally 
engaged program staff. 


3.69 Internal audit. In 1990 we 
recommended that the Department’s 
Internal Audit Division be requested to 
provide an audit conclusion to both the 
departmental Audit and Evaluation 
Committee and the Canada Employ- 
ment and Immigration Commission on 
the degree of compliance with the 
Immigration Act and Regulations and 
its related policies and procedures. 
This has been done. In our report we 
also recommended that the Committee 
should direct Internal Audit to provide 
an audit conclusion on the system for 
measuring and reporting on the effi- 
ciency of immigration operations, on 
both a mission and a global basis. 
Although the Department is receptive 
to this suggestion, no action can be 
taken until the mission-specific effi- 
ciency norms that are now under devel- 
opment have been completed. Internal 
Audit is committed to implementing 
this recommendation once the effi- 
ciency norms are in place. 


3.70 Medical screening pro- 
cedures. In our 1990 Report we 
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observed that medical screening pro- 
cedures were inefficient and manage- 
mentcontrols weak. We recommended 
that the Department, in consultation 
with EIC and the Department of 
National Health and Welfare, intro- 
duce risk-based sampling procedures 
that reduce the amount of checking 
done by Canadian-based medical 
officers and develop a better system for 
monitoring the performance of desig- 
nated medical practitioners. 


3.71 An interdepartmental com- 
mittee, chaired by EIC, conducted a 
Medical Inadmissibility Review and 
concluded that risk-based sampling 
procedures were not an acceptable 
option because inadmissible persons 
could be admitted to Canada. How- 
ever, EIC indicated that this issue needs 
once again to be further examined 
before a final decision can be made. 
The Department of Health and Welfare 
has also revised and documented its 
guidelines for selecting, training and 
assessing the performance of desig- 
nated medical practitioners. Their 
performance was reviewed at some 
European missions. 


Areas of Slow Progress 


3.72 Efficiency 
resource allocation. 


norms and 
In 1990 we 


At New Delhi, a high-volume mission, the registry has been fully automated in advance of 
CAIPS installation (see paragraph 3.67). 


The management of 
mission targets was 
improved. 


89 


en Dace Era IT a a ST] 
Follow-up of Recommendations in Previous Reports 


The imbalance in the 
allocation of staff around 
the world is still a 
concern. 
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recommended that External Affairs 
develop mission-specific efficiency 
norms for both the length of time and 
the amount of resources necessary to 
process visa applications abroad, to use 
in better allocating departmental 
resources and adjusting staff levels. 
Although no mission-specific effi- 
ciency norms have been set, the 
Department has established global 
“length of time” norms covering that 
aspect of immigrant processing work, 
up to and including the paper screening 
of the application. In addition, global 
norms have been set for the elapsed 
time between the finalization of a case 
and the typing and issuance of immi- 
grant visas. The Department has devel- 
oped a database that links EIC data on 
processing abroad and landings in 
Canada, in order to establish norms for 
the other aspects of the immigrant 
processing work. 


3.73 The Department has con- 
tracted with Consulting and Audit 
Canada to develop a resource alloca- 
tion model, by developing and quan- 
tifying the work units for immigration 
and visitor visa services and by devel- 
oping and applying workload stand- 
ards for these units of work. Input data 
was collected during field visits con- 
ducted in April 1992. The usefulness of 
this exercise will depend on how the 
norms are used to improve the level of 
service and utilization of resources. 


3.74 Our 1990 chapter indicated a 
concern with the imbalance in the 
allocation of resources to various 
regions of the world. External Affairs 
had taken a decision to start reallocat- 
ing resources based on changes in 
workload for each of the missions. 
However, implementation plans were 
delayed by the transfer of External 
Affairs’ responsibilities for the foreign 
delivery of the Immigration Program to 
EIC. EIC informed us that it intends to 
Carry out these plans. 


S05 Streamlining procedures. 
The 1990 audit observed an excessive 
paper burden and recommended that 


the Department, in consultation with 
EIC, examine ways to streamline pro- 
cedures and to simplify the use of 
immigration forms and documents at 
missions abroad. The Department has 
developed, also in consultation with 
EIC, plans to streamline procedures 
supporting the delivery of the Immigra- 
tion Program abroad. The implementa- 
tion of this recommendation should be 
facilitated by the recent reorganization 
whereby EIC will have responsibility 
for both immigration policy and 
foreign delivery of the program. No 
tangible results in the form of reduced 
paper burden can be shown yet. 
However, EIC is confident enough to 
introduce, in December 1992, a generic 
visa that will replace numerous docu- 
ments now in use. Moreover, External 
Affairs has recently hired a consulting 
firm to develop a “quality of service” 
implementation plan, that will, upon 
completion in late 1992, train 
managers to identify inefficiencies and 
correct them. Further, an action plan 
has been developed by the Department 
to evaluate procedures, techniques and 
materials used in program delivery, 
with a view to identifying ineffi- 
ciencies and then developing pro- 
cedural and management models to 
correct them. Plans are also under way 
to improve on the issuance of student 
authorizations, to revise and reformat 
the Immigration Manual and to review 
the Pre—application Questionnaire. 


3.76 Waiving of interviews. Our 
1990 Report recommended that the 
Department assess the risks of fraud at 
each mission and issue guidelines to 
assist mission staff in determining the 
most appropriate balance between 
waiver practices and degree of risk at 
that mission. The Department has 
replied that the recommendation is 
being addressed within the context of a 
project that will examine all aspects of 
visa office performance. This project is 
in the very early stages of development, 
and it is unlikely that guidelines will be 
developed before the end of 1992. 


Immigration — 
Refugees — 1990, 
Chapter 14 


Background 


Bi | Our 1990 chapter contained 
observations and recommendations 
aimed primarily at increasing the effi- 
ciency of the new refugee status 
determination system that came into 
force 1 January 1989 under the 
Immigration Act. We also examined 
the backlog clearance program set up 
for the 85,000 cases that were still 
unprocessed as of 31 December 1988. 


3.78 As mentioned in paragraph 
3.47, the Minister of Employment and 
Immigration recently tabled a series of 
amendments to the Immigration Act. 
Some of these amendments deal with 
the refugee status determination sys- 
tem. The intent of the proposed 
amendments is primarily to reserve 
access to the system to those who are 
truly in need, to streamline the system to 
encourage expeditious and _ cost— 
efficient decision making, and to ensure 
that decisions are acted on promptly. The 
proposed amendments address many of 
the observations and recommendations 
that we made in 1990. 


Conclusion 


3.79 Employment and Immigra- 
tion Canada and the Immigration and 
Refugee Board (IRB) have made rea- 
sonable progress toward correcting 
some of the deficiencies that we noted 
in 1990. Improvements have been or 
are being made in several areas: control 
Over access to the system, streamlining 
of the initial hearing process, schedul- 
ing of hearings and control over inter- 
preters. 


3.80 Progress has been slower in 
other areas. The number of hearing 
adjournments is still high, for example. 
More needs to be done in personnel 
training. In general, refugee claimants 
still do not undergo medical exami- 
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nations and security checks until they 
request permanent residence. Regard- 
ing the backlog of claims, EIC does not 
expect to complete this process before 
March 1993. 


Areas of Reasonable Progress 


3.81 Safe return. In 1990, we 
noted that the safe return provision in 
the Immigration Act had never been put 
into practice. It was one of the reasons 
why the number of claims processed in 
Canada was far greater than the volume 
projected when this legislation was 
being prepared. 


3.82 Employment and Immigra- 
tion Canada recognizes that interna- 
tional co-operation is needed to 
manage and resolve the refugee issue. 
Bill C—86 therefore replaces the con- 
cept of a “safe third country” with a 
series of measures for sharing responsi- 
bilities in determining refugee status, 
including bilateral agreements with 
certain countries signatory to the 
Geneva Convention on Refugees. 
These agreements would make it pos- 
sible to process claims for refugee 
status in the first country where the 
claimant found asylum. EIC, in co— 
operation with External Affairs, is 
currently discussing such agreements 
with other countries. 


3.83 Streamlining the _ initial 
hearing process. In 1990 official 
hearings were held even in cases where 
the representative of the Minister of 
Employment and Immigration felt that 
claimants had a credible basis for 
making a refugee claim. Following a 
pilot study, EIC adopted a simplified 
inquiry process, which eliminates offi- 
cial hearings for claims that are not 
challenged by the Minister’s represen- 
tative. Bill C-86 would simplify the 
refugee status determination system 
even further by eliminating the initial 
hearing completely. 


3.84 Scheduling of hearings. As 
of 31 March 1990, the refugee status 
determination system had encountered 
significant delays and 23,500 claims 
were pending at various stages of the 


The refugee status 
determination process 
has kept pace with new 
claims. 
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The number of hearing 
adjournments is still high. 


A great deal of work 
remains to be done to 
finalize all backlog cases. 
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process. Since then, the process has 
incurred no further delays and has kept 
pace with new claims. This is due not 
only to the improvements in the sched- 
uling of hearings but also to the 
increase in resources allocated to the 
system, and to other steps taken by EIC 
and the Immigration and Refugee 
Board. However, as mentioned in 
paragraph 3.88, little progress has been 
made with regard to adjournments. 
The number of cases pending as of 
31 March 1992 represented about three 
months of work for EIC and the 
Immigration and Refugee Board. 


3.85 Interpreters. In our initial 
audit, we recommended that EIC and 
the Immigration and Refugee Board 
ensure that interpreters are qualified, 
have proper security clearance, and are 
not in a conflict—of-—interest situation. 
EIC and the Immigration and Refugee 
Board have since developed an 
accreditation program that includes 
testing to determine the competence of 
interpreters by ensuring that they meet 
a prerequisite language standard. The 
test was first administered to a group of 
interpreters in 1991. 


3.86 Security checks are now 
required for all interpreters. All inter- 
preters are also required to sign a 
declaration of any possible conflicts of 
interest. At present, security checks 
have been completed for about half of 
the interpreters who have passed the 
accreditation test. 


3.87 Because the pool of inter- 
preters is limited, EIC and the 
Immigration and Refugee Board con- 
tinue to use existing interpreters whose 
test results and security clearance 
remain pending. 


Areas of Slow Progress 


3.88 Adjournments. In 1990 we 
found that 33 percent of initial hearings 
and 27 percent of second hearings were 
adjourned. Each adjournment delayed 
the process by one month. Despite 
efforts by EIC and the IRB to decrease 
adjournments, the situation has not 
improved. In 1992, 40 percent of first 


hearings and 29 percent of second 
hearings were adjourned. As in 1990, 
adjournments are due mainly to legal 
counsel not being ready to proceed and 
to the fact that there is insufficient time 
scheduled for completion of hearings. 
The average amount of time required to 
process a claim at both hearings is now 
8.5 months, compared to 9 months in 
1990. 


3.89 Training. In 1990 we noted 
that the training given to Case Present- 
ing Officers (CPOs) was inadequate. 
Since our audit, all but a few of the new 
CPOs in main offices across the 
country have taken the national basic 
training course. To meet important 
training needs of experienced CPOs, 
EIC developed an advanced course 
which was offered on a pilot basis in 
March 1992. In light of the anticipated 
changes to the Immigration Act, 
further offerings of this course have 
been postponed. 


3.90 Medical examinations and 
security checks of claimants. In 1990 
we recommended that medical exam- 
inations and security and criminality 
checks be conducted promptly follow- 
ing the receipt of claims for refugee 
status. No progress has been made in 
this area since our audit. In general, 
claimants still do not undergo medical 
examinations and security checks until 
they apply for permanent residence, 
several months after their arrival in 
Canada. 


3.91 An interdepartmental com- 
mittee on the medical inadmissibility 
of immigrants has recommended that 
claimants, when making their claims, 
each be given medical instructions and 
that a system be set up to ensure that 
claimants undergo medical exami- 
nations within 60 days of receiving 
these instructions. These recommen- 
dations are included in the proposed 
amendments to the Act tabled in the 
House of Commons in June 1992. 


3.92 Investigations. Our 1990 
audit revealed that EIC had not taken 
any steps to trace backlog claimants 
who had failed to respond to a notifica- 


tion to appear. Since then, EIC has 
made efforts to increase the number of 
investigations, but further improve- 
mentis needed. Between the start of the 
backlog clearance program and 
31 March 1992, 32,900 people have 
failed to respond to a notification to 
appear. During this same period, 
20,500 investigations were conducted 
and people were located in half of these 
cases. 


Reh) Backlog clearance. In 1990 
we expressed doubts about the capacity 
of the system to eliminate the backlog 
within the budgetary limits and by the 
deadline of 30 September 1991 set by 
EIC. By 31 March 1992 the backlog of 
cases had not been eliminated; EIC 
announced that the remaining claims 
would be processed in full by 
31 March 1993. 


3.94 Since our audit, 10,000 new 
cases have been added to the backlog. 
This has increased the workload and 
altered the initial schedule, which was 
based on a total of 85,000 cases. All the 
Backlog Canada Immigration Centres 
have been closed, with the exception of 
those in Toronto and Mississauga, and 
cases not finalized have been trans- 
ferred to regular Canada Immigration 
Centres. 


395 As of 31 March 1992, there 
were 41,600 cases that remained to be 
finalized, the majority of them in 
Ontario. About 19,000 of these cases 
were awaiting a decision; another 
9,000 were awaiting landing, which is 
the last stage in the process. Thus, a 
great deal of work remains to be done to 
finalize all backlog cases. 


3.96 As to costs, EIC and the 
Immigration and Refugee Board had 
spent, as of 31 March 1992, a total of 
$114 million to process backlog cases. 
Another $5 million had been used for 
language training and_ settlement 
assistance. EIC and the IRB expect to 
process the entire backlog of cases 
within the approved budget of 
$181 million. 
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Immigration — Control 
and Enforcement — 
1990, Chapter 15 


Background 


3.97 The Canadian immigration 
control and enforcement system is 
structured around three main interven- 
tion points: overseas screening, port of 
entry examinations and inland control 
and enforcement. In 1990 we raised 
concerns about the operational effec- 
tiveness of some key control and 
enforcement activities. 


3.98 As mentioned in paragraph 
3.47, the Minister of Employment and 
Immigration recently proposed, 
through Bill C—86, a series of amend- 
ments to the Immigration Act. Some of 
these proposals impact on control and 
enforcement activities at all three inter- 
vention points. The intent of the 
proposed amendments is to better pro- 
tect Canadian society from those who 
break our laws and to curtail abuse of 
our immigration system. They address 
many of the observations and recom- 
mendations that we made in 1990. 


Conclusion 


3.99 The various departments 
involved in enforcement and control 
activities have made good progress in 
implementing some of our recommen- 
dations. For instance, medical screen- 
ing procedures are being streamlined 
and improvements made at Customs 
primary inspection line. Immigrant 
entrepreneurs are now subject to better 
controls and measures have been taken 
to increase the efficiency and effective- 
ness of investigators. Employment and 
Immigration Canada (EIC) is also in 
the process of streamlining the use of 
Minister’s permits. 


3.100 In other areas, progress has 
been slow. Decisions about whether to 
admit immigrant applicants who have 
been the subject of security concerns by 
the Canadian Security Intelligence 
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Medical screening 
procedures have been 
reviewed. 


Management of lookout 
information at major 
airports has been 
improved. 
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Service after 1990, are still pending in 
most cases. Although measures taken 
by EIC have resulted in an overall 
increase in the number of removals, we 
found that, as in 1990, either the 
carrying out of removal orders affect- 
ing refugee claimants is delayed or 
their effect is cancelled in a majority of 
cases. 


Areas of Reasonable Progress 
Primary Inspection Line (PIL) 


3.101 Lookout information. In 
1990 we noted the lack of appropriate 
immigration lookout information and 
deficiencies in the format and use of the 
existing information. Since our audit, 
an automated system has been inte- 
grated with the Customs system and 
installed in major airports, making 
possible a more systematic check on 
whether travellers seeking to enter 
Canada are the subject of immigration 
lookout notices. 


3.102 Wenoted little progress, how- 
ever, in the management of lookout 
information at land border points. EIC 
has attempted, without real success, to 
set up provisional mechanisms for 
improving the management of lookout 
notices. Customs is presently testing an 
electronic licence plate reading device 
that could eventually help to remedy 
the situation. 


3.103 PIL performance measure- 
ment and feedback. In 1990 there was 
no performance measurement system 
for immigration-related work, and 
feedback information on referrals was 
limited. Since then, EIC, in consulta- 
tion with Customs, conducted the first— 
ever comprehensive evaluation of PIL 
effectiveness from the standpoint of 
immigration. A final report had not 
been issued at the time of our fol- 
low-up. The two departments have yet 
to define what constitutes regular and 
meaningful feedback on cases referred 
to EIC by Customs. 


3.104 Training of customs officers. 
In 1990 we noted that training of 


customs officers on immigration 
matters was limited and inconsistent. 
Since then, Customs has taken steps at 
the local level to update the knowledge 
of experienced customs officers and to 
provide basic training to many students 
recruited as customs officers. How- 
ever, minimum standards regarding 
content, documentation, presentation 
and duration have not yet been applied 
to all of this training developed at ports 
of entry. The sessions are still not 
evaluated or validated. 


Medical Screening 


3.105 The Immigration Act spec- 
ifies two medical criteria for denying 
prospective immigrants and visitors 
entry to Canada: “danger to public 
health or safety” and “excessive 
demands on health and social ser- 
vices”. We noted in 1990 that some 
medical procedures to identify danger 
to public health or safety were incon- 
sistent, and that the determination of 
what constitutes excessive demand 
was very subjective. 


3.106 As_ indicated in _ their 
responses to our Report in 1990, EIC 
and the Department of National Health 
and Welfare (NHW) tasked a special 
Medical Inadmissibility Review Com- 
mittee with reviewing all medical 
conditions and related issues to ensure 
that the current medical guidelines for 
inadmissibility are appropriate, just, 
and compatible with current medical 
opinion. The issue of danger to public 
health was examined and the Commit- 
tee recommended that current manda- 
tory testing for VDRL (syphilis) be 
removed to ensure consistency in the 
application of medical inadmissibility 
criteria. The Committee also exam- 
ined the criterion of excessive demand 
and reported that there was a need to 
define what constitutes excessive 
demand with reference to the availabil- 
ity, accessibility and cost of health and 
social services required. 


3.107. EIC, in conjunction with 
National Health and Welfare, recently 
approved those recommendations of 


the Committee. The government has 
also proposed an amendment to the 
Immigration Act that would, by regula- 
tions, better define excessive demand. 
However, the departments acknowl- 
edge that it will take time to compile 
information on available services, the 
demand on those services and their 
costs across Canada, before the regula- 
tions can be implemented. 


Entrepreneurs 


3.108 Our follow-up review found 
that substantial progress had been 
achieved in the management of the 
entrepreneur program. EIC has modi- 
fied its procedures to include a provi- 
sion for imposing conditions on all 
entrepreneurs and has put in place a 
computer-based monitoring system. 
EIC also initiated inquiry proceedings 
for some entrepreneurs it considered 
did not comply with conditions. 


Investigations 


3109-, Since, 1990, BIC. |. has 
increased the resources allotted to 
investigations and related enforcement 
activities. The efficiency of investiga- 
tors has been improved by providing 
them with direct access to the Canadian 
Police Information Centre files, 
through the use of terminals in several 
of the major immigration centres. The 
quality of information available to 
investigators and managers has also 
been improved. 


3.110 Bill C-86 would authorize the 
use of fingerprints and photographs to 
secure positive identification of refu- 
gee claimants. EIC is also evaluating 
new technology designed to reduce the 
use of fraudulent documents to gain 
entry into Canada. 


3.111 The workload of investiga- 
tions in one region that we noted was 
high in 1990 remains _ substantial. 
However, a detailed analysis done by 
EIC has shown that the actual number 
of cases involving serious criminality, 
which could result in removals, is 
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relatively low and these cases are given 
high priority by EIC. 


Minister’s Permits 


3.112 We observed in 1990 that 
pro—forma activities (carried out for 
the sake of form) had a serious impact 
onefficiency. In Bill C—86, the govern- 
ment proposes measures that would 
reduce the incidence of such activities 
associated with minor infractions by 
visitors and foreign students. How- 
ever, pro forma activities related to 
removal orders have not been elimi- 
nated. EIC has expressed a concern that 
any mechanism to override or dispense 
with a removal order without the indi- 
vidual leaving Canada might under- 
mine the enforcement process. We still 
believe that the process used is ineffi- 
cient and should be given further study. 


3.113. In1990werecommended that 
EIC take steps to monitor and analyze 
the use of Minister’s permits. The 
Minister’s 1991 report to Parliament on 
this matter reflects a change toward the 
recommended direction. 


Areas of Slow Progress 
Security Screening 


3.114 Admission to Canada. In 
1990 we noted that only a small percen- 
tage of immigrant applicants, who 
were the subject of security concerns 
by the Canadian Security Intelligence 
Service (CSIS), were denied admission 
to Canada. We also reported that the 
majority of security cases awaiting 
decisions by EIC involved people who 
were already living in Canada. Fur- 


thermore, criminal checks were 
incomplete. 
3.115 Since our audit, EIC has 


reached decisions on most of the cases 
pending in 1990. In the vast majority of 
cases, the applicant was accepted as a 
landed immigrant. We noted, however, 
that decisions for most of the briefs 
issued after 1990 were still pending, 
especially where they involved persons 
already living in Canada. On the other 
hand, CSIS_ states that often the 
information available is not sufficient 


The efficiency of 
investigators has been 
improved. 
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Decisions for most of the 
briefs issued by CSIS 
after 1990 regarding 
immigrant applicants were 
still pending. 


Carrying out of removal 
orders affecting refugee 
claimants is delayed or 
their effect is cancelled in 
a majority of cases. 
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to support a denial of admission to 
Canada, although there are national 
security concerns. In most cases, 
foreign agencies do not provide crimi- 
nal intelligence (as opposed to criminal 
record information) and _ therefore 
criminal checks continue to be incom- 
plete. The situation consequently 
remains similar to what we reported in 
1990. 


3.116 Effectiveness of screening 
activities. We recommended in 1990 
that EIC evaluate, in collaboration with 
CSIS and External Affairs, the effec- 
tiveness of their security screening 
activities. EIC has yet to do so 
following the approval and imple- 
mentation of amendments to the 
Immigration Act regarding inadmissi- 
bility criteria relating to security and 
criminality. 


3.117. A pilot project on security 
screening activities abroad, which was 
just starting at four posts at the time of 
our 1990 audit, has since been 
expanded to include all posts. An 
evaluation of this pilot project is 
planned for 1992-93, which should be 
an important element of a future effec- 
tiveness evaluation. 


Obligations of Transportation 
Companies 


3.118 Since 1990, negotiations 
between Justice and transportation 
companies have resulted in the collec- 
tion of some $3.2 million for amounts 
assessed prior to 1 January 1989. An 
amount of $2.2 million was written off. 
However, collection of fines and deten- 
tion costs imposed since that date 
remains problematic. Many com- 
panies continue to systematically 
contest all fines and detention costs. 
Bill C-86 would introduce administra- 
tive means of recovering costs asso- 
ciated with infractions by 
transportation companies. This 
approach would replace, for the most 
part, the use of fines to promote com- 
pliance with the Act. 


Removals 


3.119 Our follow-up has shown that 
the measures taken by EIC have 
increased the overall number of 
removals. As in 1990, however, the 
carrying out of removal orders affect- 
ing refugee claimants is delayed or 
their effect is cancelled in a majority of 
cases. EIC has noted that as the number 
of removal orders has increased, the 
proportion of individuals who hide 
when due to report for removal has 
grown substantially. The cost of locat- 
ing these individuals is significant, and 
EIC has stated that budgetary consider- 
ations limit the number of removals. 


Field Operations Support System 


3.120 Our 1990 audit found that 
access to the Immigration Field Oper- 
ations Support System (FOSS) and the 
quality of data it contained needed to be 
improved. Our follow—up has shown 
that the situation has not improved 
significantly. The last two years have 
seen continued reliance by immigra- 
tion enforcement operations on locally 
developed systems to _ generate 
required management and operational 
data. EIC is undertaking certain initia- 
tives to improve the situation. 


Consumer and 
Corporate Affairs — 
1990, Chapter 16 


Background 


3.121 In 1990 we reported on the 
implementation and administration of 
six major Acts by the Department of 
Consumer and Corporate Affairs 
(CCA). They were the Bankruptcy 
Act, the Canada Business Corporations 
Act, the Patent Act, the Competition 
Act, the Weights and Measures Act, 
and the Electricity and Gas Inspection 
Act. We also reported on the adminis- 
tration of the Trade—marks Act which, 
along with the Patent Act, is the 
responsibility of CCA’s Intellectual 
Property Directorate (IPD). Our 


follow-up reviewed the action taken by 
the Department to address our 1990 
observations and recommendations. 


Conclusions 


3.122 We found that the Department 
has addressed most of the recommen- 
dations that we made in 1990. 
However, our concerns in the Intellec- 
tual Property Directorate (specifically 
the Patent Office and the Trade—marks 
Office) and in the Corporations Direc- 
torate have not been resolved. The 
Department believes that the initia- 
tives that are under way will allow it to 
respond to these concerns. Finally, 
some action has been taken on our 
recommendation in the Marketing 
Practices Branch, but progress has been 
slower than expected. 


Observations 
Intellectual Property Directorate 


3.123 The Patent Office is part of the 
Intellectual Property Directorate 
(IPD). It is responsible for granting 
patents and disseminating information 
related to patents. In 1990 we found 
that service levels in the Patent Office 
had declined substantially over the 
preceding five years and were unlikely 
to improve. We also found that there 
was a lack of a quality assurance 
component in the patent examination 
process. We recommended that the 
Patent Office review its forecast of 
future workloads, develop a strategy 
for meeting its planned level of service 
and improve its quality assurance func- 
tion. 


3.124 Since our audit, the Patent 
Co-operation Treaty, which started to 
come into effect in 1990, and the 
implementation of the new Patent Act 
(1987) have significantly changed the 
patent application and examination 
process. The Department has also 
continued the development of the 
Canadian Automated Patent System 
(CAPS), which is expected to be fully 
operational by 1996. 
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3.125 In order to respond more 
effectively to demands in the area of 
patents as well as to its other responsi- 
bilities, the IPD sought and recently 
received the authority to become a 
Special Operating Agency (SOA). In 
the case of the Patent Office, the 
Department believes that the pro- 
cedural changes, the development of 
CAPS, and the flexibility provided by 
SOA status will allow it to reduce 
backlogs, assess and meet client needs, 
develop performance measures and 
establish a quality control function. 
The Department also believes that 
SOA status will provide the means to 
fully address our concerns about ser- 
vice standards and overtime use in 
another part of the IPD, the Trade— 
marks Office. 


3.126 While the Department’s 
actions to date seem reasonable and 
appropriate, the concerns underlying 
our observations and recommenda- 
tions remain unresolved at the time of 
our follow-up. 


Corporations Directorate 


3.127. The Corporations Directorate 
regulates the creation and existence of 
federally incorporated corporations. In 
our 1990 audit we found that it had no 
procedure for assessing the currency or 
accuracy of information it held. Our 
follow-up found that this concern has 
not yet been resolved. However, the 
Directorate has initiated a major 
automation project to manage the esti- 
mated 14 million documents it cur- 
rently holds. The Department believes 
that, when fully implemented, the data 
and imaging system (DISCO) will 
provide quicker processing and allow 
for the redeployment of resources from 
clerical functions to compliance and 
quality control related functions. 


Protection of Information 


3.128 Inouraudit we found physical 
security risks to the information held by 
the Patent Office, the Trade—marks 
Office, and the Corporations Director- 
ate. These risks have not yet been fully 
addressed, although the Corporations 


We found that the 
Department has 
addressed most of the 
recommendations that we 
made in 1990. 
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Management has 
conducted the studies 
and analysis suggested in 
our 1990 report. 
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Directorate has taken steps to control 
access to its premises. The Department 
expects that the automation initiatives in 
these three areas will resolve the issue of 
information protection. 


Marketing Practices Branch 


3.129 The Competition Act prohibits 
misleading advertising and other decep- 
tive marketing practices. Our audit 
found that the proportion of possible 
violations of the Act that were investi- 
gated had dropped well below the objec- 
tive set by the Branch and _ that 
investigations were becoming increas- 
ingly costly. We also found weaknesses 
in the Branch’s ability to set investigation 
priorities. We recommended that the 
Bureau review current practice and 
develop a strategy to maximize program 
efficiency and effectiveness. 


3.130 The Branch has taken some 
action on our recommendation, 
although progress has been slower than 
expected. Management is developing a 
strategy in the form of a new business 
plan that, among other matters, is 
intended to deal with the issues raised 
by the audit. Implementation is 
expected to begin in April 1993. The 
Branch is also implementing a com- 
pliance—oriented strategy to resolve 
lesser priority cases through alterna- 
tive (non-criminal) means. Finally, 
during 1993-94 the Department 
expects to further consider whether it 
should recommend amendments to the 
Competition Act that might, among 
other things, allow for more effective 
and efficient administration of the 
marketing practices provisions. 


Department of Energy, 
Mines and Resources — 
Surveys, Mapping and 
Remote Sensing Sector 
— 1990, Chapter 17 


Background 


3.131 In our 1990 chapter on the 
Surveys, Mapping and Remote Sens- 


ing Sector, we made observations and 
recommendations with regard to the 
need for analyzing options for the 
future of its digital mapping program. 


3.132 Between 1980 and 1990, the 
Department spent about $33 million 
dollars on establishing a National 
Topographic Data Base (NTDB). The 
NTDB attempts to deal with the ques- 
tion of how to produce or revise paper 
maps efficiently, while meeting the 
emerging need for digital map informa- 
tion. 


3.133 At the time of our audit, we 
could not find adequate plans and 
analysis guiding the development of 
the NTDB and substantiating its con- 
tribution to the Sector’s overall objec- 
tives. We also questioned the 
efficiency gains and cost justification 
for digital stereocompilation of topo- 
graphic data. 


3.134 Our follow-up focussed on 
the action taken by the Department of 
Energy, Mines and Resources in 
response to our recommendations and 
observations. We reviewed studies and 
supporting documents supplied by the 
Department and conducted interviews 
to substantiate its progress since 1990. 


Conclusion 


3.135 We found that management 
has conducted the studies and analysis 
suggested in our 1990 report. The 
Sector has also established targets and 
performance indicators related to its 
digital mapping activities. 


Observations 


3.136 One of our recommendations 
suggested that the Department conduct 
a study to define the essential federal 
and national topographic data require- 
ments with cost-benefit analysis on the 
various options for meeting these 
requirements. 


3.137 The Sector conducted a user 
needs study that identified user require- 
ments and four alternatives for meeting 
them, as well as a cost-benefit analysis 


for each. The study also suggested that 
the Department’s “program with 
respect to topographic information 
must change to be more in line with user 
needs and emerging technologies.” 


3.138 The Department has con- 
sidered the conclusions and recom- 
mendations of the user needs study and 
is acting upon them. Specifically, the 
Sector has indicated that it will be 
curtailing its stereocompilation activ- 
ities. 


3.139 Our second recommendation 
in 1990 involved the identification and 
monitoring of strategic milestones and 
measurable benefits for the digital 
mapping program over the next 
10 years. The Sector has now estab- 
lished targets and performance indica- 
tors which will be used in developing its 
multi-year operational plan and in 
monitoring results against the plan. 


Department of the 
Environment — 1990, 
Chapter 18; 
Conservation and 
Protection — 1991, 
Chapter 11 


Background 


3.140 In 1990 we identified a 
number of deficiencies in the Depart- 
ment’s program evaluation activities. 
We stated that the Department needs to 
improve the coverage and quality of its 
evaluations and to report these evalu- 
ations in a fair and balanced manner. 
We also commented on the jurisdic- 
tional complexities relating to environ- 
mental matters, noting that Canada 
lacks a comprehensive strategy for 
dealing with the environment. As well, 
we reported some of our preliminary 
findings with respect to the slowness of 
implementation of the Canadian Envi- 
ronmental Protection Act (CEPA). We 
stressed the need for co-ordinated 
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environmental action, including 
enforcement, by all levels of govern- 
ment. 


3.141 Our 1991 audit report went 
more deeply into the Department’s 
compliance and enforcement activities 
and its implementation of the Canadian 
Environmental Protection Act and of 
sections 36 to 42 of the Fisheries Act. 
We reiterated the need for the federal 
government and the provinces to clar- 
ify their respective roles and responsi- 
bilities for compliance and 
enforcement activities. We pointed out 
that priorities for these activities had 
not been clearly defined; that they were 
not adequately monitored and evalu- 
ated; and that there was insufficient 
information for their management and 
control. 


3.142 In 1991 we also reported on 
weaknesses in the strategic and oper- 
ational planning of the Great Lakes 
Action Plan for the clean-up of the 
Great Lakes. At the operational level, 
for example, there was no Remedial 
Action Plan strategic framework, con- 
taining realistic goals and deadlines, to 
guide the implementation of the 
17 Remedial Action Plans for areas of 
concern. In our opinion, such defi- 
ciencies have slowed progress in deal- 
ing with the serious toxic pollution of 
these water bodies. 


3.143 Finally, we reviewed the qual- 
ity of information presented in three 
important accountability documents, 
with an emphasis on reporting on 
compliance and enforcement activities 
and the Great Lakes Water Quality 
Agreement. We found several defi- 
ciencies in reporting, particularly with 
respect to planned and actual results. 


Conclusion 


3.144 We are encouraged by the 
Department’s positive response to our 
reports. The Department has made 
satisfactory progress in dealing with 
most of the observations and recom- 
mendations. In some cases, however, 
there is still more to be done. The 
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Canada now has a 
comprehensive 
environmental strategy. 


The Department still has 
not identified standards of 
environmental quality or 
the degree of compliance 
required to achieve a 
given level of 
environmental quality. 
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observations below highlight areas 
where significant progress has been 
made and those where we feel improve- 
ments are still needed. 


Observations 
Program Evaluation 


3.145 The Department now has 
plans to obtain effectiveness informa- 
tion on most of its significant programs. 
We found that the quality of the 1991 
evaluation of Ice Services was signifi- 
cantly better than that of four of the five 
evaluations examined in our original 
audit. However, there is still progress 
to be made in the areas of sampling and 
questionnaire design and on the range 
of issues to be addressed. 


Comprehensive Environmental 
Strategy 


3.146 With the release of the Green 
Plan in December 1990, Canada now 
has a comprehensive environmental 
strategy. Over the next few years, this 
Office will be auditing several pro- 
grams under the Green Plan. 


Great Lakes Water Quality 
Agreement 


3.147 We are pleased to note the 
Department’s positive response to our 
observations and recommendations 
dealing with the Great Lakes Water 
Quality Agreement. The Department 
has prepared in draft the “Federal 
Provincial Strategy for the Great Lakes 
Ecosystem” and is in the process of 
consulting non-government organiza- 
tions (NGOs) and stakeholders before 
finalizing it. The document creates a 
strategic framework within which all 
aspects of the program, including the 
development and implementation of 
Remedial Action Plans (RAPs), are 
integrated. While it includes a time- 
table for the completion of RAP 
reports, each of these will have more 
specific objectives and deadlines once 
responsibilities and financial commit- 
ments have been determined. As noted 


below, we remain concerned about 
program co-ordination. 


3.148 Program co-ordination. 
The Inter-departmental Committee on 
Water (ICW) has formed a RAP Steer- 
ing Committee that will advise it on 
both policy and operational matters 
and improve interdepartmental co— 
ordination. This is a positive step. 
However, only one ICW meeting 
(November 1991) and one Steering 
Committee meeting (February 1992) 
have taken place since our 1991 audit 
was completed. The benefits gained 
from this process change could be lost if 
the Department does not show 
leadership by setting the pace of meet- 
ings, impressing on members the 
importance of personal participation 
and setting agendas to ensure timely 
decisions are taken on important policy 
and operational issues. 


Compliance and Enforcement 
Activities 

3.149 Subsequent to our 1991 audit, 
the Department established the Office 
of Enforcement. The Office is dedi- 
cated to enforcing the environmental 
regulations, training enforcement per- 
sonnel and monitoring enforcement 
activities and compliance levels. The 
Office has begun to formulate a set of 
standardized enforcement guidelines 
and has set priorities for inspection as 
part of the National Inspection Plan for 
1992-93. Also, it has significantly 
improved its ability to enforce environ- 
mental regulations. However, the 
Department still has not identified 
standards of environmental quality or 
the degree of compliance required to 
achieve a given level of environmental 
quality, nor has it assessed the effec- 
tiveness of existing regulations. The 
Department is developing alternative 
methods for achieving compliance 
including the use of economic instru- 
ments, educational programs and 
promotions and pollution prevention 
initiatives. The Department still has 
insufficient information on compliance 
and enforcement. Its computerized 
information system is, however, 


expected to be in operation by 
December 1993. 


3.150 Regulation of toxic sub- 
stances. In 1991 we noted that the 
priority substances assessment pro- 
gram had completed reports for only 
three of the forty-four substances on 
the priority list and that the Department 
would not complete the remaining 
reports by 1994 as originally sched- 
uled. Since then the Department has 
significantly advanced the number of 
reports nearing completion. The 
Department has indicated that the 
release of reports for sixteen sub- 
stances will be completed by March 
1993 and the assessment of the remain- 
ing substances will be completed on 
schedule before February 1994. 


3.151 Since the 1991 audit, a com- 
prehensive management system has 
been implemented to support the pro- 
gram by tracking progress and provid- 
ing the information needed to 
anticipate, identify and resolve prob- 
lems on an ongoing basis. 


Provincial Court Decision on the 
Canadian Environmental 
Protection Act 


3.152 The impact of the 7 August 
1992 ruling of the Superior Court of 
Quebec on the administration of CEPA 
is unclear at this time. 


Accountability Reporting 


3.153 The Report to Parliament 
on the Administration and Enforce- 
ment of the Canadian Environ- 
mental Protection Act (CEPA). The 
Department has made significant 
improvements to the 1991 CEPA 
report. It provides more complete 
information on the Department’s activ- 
ities under the Act and answers more of 
the reader’s questions. However, the 
report still does not point out the extent 
to which the Department is meeting the 
objectives of the Canadian Environ- 
mental Protection Act. In order to 
measure the achievement of its objec- 
tives, the Department is developing an 
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evaluation framework for a parliamen- 
tary review of the administration of 
CEPA in 1993. 


3.154 Part III of the Estimates for 
1990-91 and 1991-92. In its 1992-93 
Estimates the Department responded 
to several of our concerns about com- 
pleteness of information and providing 
information on significant constraints 
to program success. There is still room 
for improvement in the reporting of 
planned and actual performance in 
terms of results and related resources. 
The Department’s Part III Estimates 
provide some broad information on 
proposed government-wide Green 
Plan spending targets and expected 
results and refers the reader to the 
progress report entitled “Canada’s 
Green Plan — The First Year” for more 
detailed information on the govern- 
ment—wide Green Plan. We have not 
audited this latter report, but we have 
noted that it does not provide a com- 
prehensive picture of planned and 
actual Green Plan spending. 


Department of Indian 
Affairs and Northern 
Development — Northern 
Affairs Program — 1990, 
Chapter 19 


Background 


3.155 In 1990 we reported on how 
DIAND carries out its legislative man- 
date for managing Crown lands in 
Canada’s North. We focussed on 
selected aspects of land, water and 
mineral resource management. We 
also reported on the Department’s 
disclosure of the costs of comprehen- 
sive land claim settlements. DIAND 
generally concurred with our recom- 
mendations for improvement. 


3.156 This year, we enquired into 
the Department’s progress in imple- 
menting our 1990 recommendations. 
In March 1992, it reported to us on 
several initiatives it had undertaken. 
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Conclusion 


3.157 In general, it would appear 
that DIAND has made satisfactory 
progress in its reported initiatives 
respecting water and mineral resource 
management and cost disclosure of 
comprehensive land claim settle- 
ments. However, we are not in a 
position to comment on the effective- 
ness of these initiatives, because some 
of them had not been fully imple- 
mented at the time of our follow-up 
enquiry. We will consider performing a 
further review when appropriate. 


3.158 With respect to land manage- 
ment, we are unable to determine 
whether or not DIAND’s current 
approach to land use planning is rea- 
sonable in the circumstances. 


3.159 We noted in our 1990 audit 
that the ways in which land is used can 
involve many complex decisions. 
These relate to issues such as develop- 
ment opportunities, environmental 
protection and threats to aboriginal 
cultures. In our view, although 
approved land use plans may not pro- 
vide complete solutions, their absence 
could mean that these issues are not 
being appropriately addressed. 


3.160 During our follow-up review, 
DIAND informed us that due to 
resource constraints, the Land Use 
Planning Program for the North was 
wound down in early 1991. This 
resulted in delays in the planning 
approval process. DIAND further indi- 
cated that land use planning functions 
would continue through the com- 
prehensive land claims process and 
other departmental activities. 


3.161 Wetherefore asked DIAND to 
provide information on the extent of 
land use planning coverage from all 
significant sources. DIAND responded 
that approximately 33 percent of the 
Northwest Territories and 10 percent of 
the Yukon are covered by approved 
land use plans and/or by a land use 
planning component in a land claim 


settlement. The extent of land use 
planning through other departmental 
activities was not reported to us. 


3.162 We further noted that DIAND 
has not conducted a recent evaluation 
of how well land use decisions are 
being made and implemented. This is 
partly because comprehensive land 
claim settlements were finalized only 
recently. Consequently, the appropri- 
ateness of the current approach through 
the claims process and other activities 
is largely unknown. 


Department Of National 
Defence - Human 
Resource Management 
- 1990, Chapters 20, 21, 
22 and 23 


3.163 This report focusses on recom- 
mendations made in 1990 in eight main 
areas: the military personnel manage- 
ment system, merit assessment, military 
conditions of service, commissioning 
plans for officers, senior officer training, 
official languages, training efficiency 
and economy, and medical support. It 
also covers recommendations made in 
1984, 1987 and 1988 on departmental 
performance reporting. 


Conclusion 


3.164 Our follow-up audit indi- 
cated a varied response to our recom- 
mendations. While progress on some 
has been satisfactory, in several cases 
much remains to be done. 


Observations 


Military Personnel Management 
System 


3.165 In our 1990 audit we reported 
that the Department did not have the 
management tools needed to under- 
stand the dynamics of the human 
resource management system, and the 
long-term effects of various policy 
decisions. 


3.166 The Department of National 
Defence (DND) has since acquired a 
human resource management model- 
ling and simulation capability. This has 
the potential to resolve most of the 
issues we raised concerning the overall 
management of the process. 


3.167 In 1984 and again in 1990, we 
recommended that DND review its 
Military Occupational Classifications 
(MOCs) structure in the context of 
longer-term force development. The 
Department has initiated a military 
occupation structure review. This 
review will rely on a definition of 
“military essentiality” and is intended 
to produce a comprehensive manage- 
ment tool that can be used for force 
structure design; it is intended to 
redress imbalances between officers 
and non-commissioned members, 
operations and non—operations within 
MOCs, and support and operations 
classifications. DND is now in a 
position to utilize its recently acquired 
modelling and simulation capability to 
assess the long-term personnel policy 
and force structure impacts from this 
initiative. 


Merit Assessment 


3.168 In1990 we recommended that 
the merit assessment process be subject 
to a major review. 


3.169 National Defence has 
initiated studies on some aspects of 
changes in the officer merit process and 
plans to begin an in-depth review of the 
merit system. We intend to follow—up 
on the Department’s progress at a later 
date. 


Military Conditions of Service 


3.170 Our 1990 chapter on military 
conditions of service examined a range 
of services and benefits intended either 
to adjust for special military conditions 
or to develop military commitment and 
a military ethos. We noted that direct 
pay and allowances alone cost the 
Department $3.3 billion, or 29 percent 
of its 1989-90 budget. 


Follow-up of Recommendations in Previous Reports 


32171) \Since 1990, National 
Defence, with the support of the Treas- 
ury Board Secretariat has acted posi- 
tively on our recommendations. The 
roles and responsibilities of the 
National Defence/Treasury Board 
Secretariat Advisory Committee on 
Military Pay and Other Conditions of 
Service have been revised. A broadly 
based review of key elements of condi- 
tions of service is now under way. 
Given the current context of wide- 
spread changes to the Public Service, 
this issue may be the subject of an 
in-depth audit as early as 1995. 


Commissioning Plans for Officers 


3.172 Our 1990 Report recom- 
mended that National Defence period- 
ically evaluate the efficiency and 
effectiveness of its commissioning 
plans. We pointed out that the Depart- 
ment spends between $18,000 and 
$47,000 per student per year, depend- 
ing on whether the officer cadet is sent 
to a civilian university or to a military 
college. The Department had never 
made an overall evaluation of cost— 
effectiveness for commissioning 
options, nor had anyone been given 
responsibility for doing so. 


3.173 Our follow-up audit found 
that, although a committee had been 
established to co-ordinate the adminis- 
tration of the plans, no single office was 
responsible. An evaluation of the plans 
has been initiated, though not com- 
pleted. . 


Training for Senior Officers 


3.174 Our 1990 audit identified a 
lack of training for senior and general 
officers in war—fighting skills required 
to command large formations. We 
identified a need for the Department to 
provide more operational command 
skills training and employment experi- 
ence. 


3.175 Since our 1990 chapter, the 
Department has taken, or has made 
plans to take, a number of actions to 
address deficiencies. 


e The “Rendezvous” series of major 
land force exercises has been 


National Defence is now 
in a position to utilize its 
recently acquired 
modelling and simulation 
Capability to assess the 
long-term personnel 
policy and force structure 
impacts from this 
initiative. 


The roles and 
responsibilities of the 
National Defence/ Treasury 
Board Secretariat Advisory 
Committee on Military Pay 
and Other Conditions of 
Service have been revised. 


103 


2 SPS ELEY NT AL a 
Follow-up of Recommendations in Previous Reports 


We reported that the 
Official Languages 
Program had cost the 
Department about 

$500 million since 1980 
and was expected to cost 
$1.4 billion over the next 
15 years. There were 
7,600 individuals on 
language training in 
1990-91. 


Our follow-up found that 
the efficiency and 
effectiveness of language 
training programs have 
not improved. 


modified to increase war-—fighting 
training for senior officers. 


e Senior officers have been sent on 
the British Army Higher Command 
and Staff Course for the last two 
years. 


e The Canadian Forces will offer a 
Joint Warfare Seminar of three to 
five days next winter at the 
Canadian Forces Command and 
Staff College. This is intended to be 
the first step to scope the overall 
requirement for senior officer oper- 
ational training. 


e The Department plans a review of 
formation commander training 
needs. 


e A course for academic training in 
military history and the art of war 
has been proposed for senior and 
general officers. 


3.176 Nevertheless, the Depart- 
ment recognizes that because of its 
small force and funding constraints, the 
proposed training still falls short of that 
provided by other armed forces. 


Official Languages Training 


3.177. Background. In our 1990 
Report, we recommended _ that 
National Defence redefine the goals of 
its Official Languages Program in 
terms of the number of bilingual posi- 
tions required and the proficiency 
levels needed to meet clearly defined 
operational requirements. 


3.178 | Wereported that this program 
had cost the Department about 
$500 million since 1980 and was 
expected to cost $1.4 billion over the 
next 15 years. There were 7,600 
individuals on language training in 
1990-91. 


3.179 The Department’s Official 
Languages Program is operated separ- 
ately from that of the Public Service 
Commission of Canada because of 
unique National Defence operational 
requirements. DND must also respect 


the provisions of the Official Lan- 
guages Act. 


3.180 Additionally, National 
Defence has developed an internal 
policy known as the “bilingual officer 
corps”. This does not require that all 
officers be bilingual, but that the officer 
corps must be structured in such a way 
that all bilingual positions can be 
manned continuously by bilingual 
people. Under this policy, starting in 
1997, promotion to the rank of 
lieutenant—colonel will normally be 
restricted to bilingual officers. 


3.181 Development of manage- 
ment goals. In response to several of 
our findings, the Department told us 
that it would work with Treasury Board 
officials to develop a Letter of Under- 
standing to set clear and measurable 
objectives for the official languages 
training program, including the refine- 
ment of attainable goals. A Letter of 
Understanding was signed by the 
Department and the Treasury Board in 
June 1991 and contains commitments 
to improve management and reporting 
in many areas, including needs defini- 
tion, utilisation of bilingual personnel, 
posting, and planning and control. At 
the time of our follow-up, the Depart- 
ment had not yet reported to Treasury 
Board officials on their progress. Our 
follow-up reflects the situation as of 
summer 1992. 


3.182 Policy on definition of 
needs. Since 1990 the Department has 
responded to our recommendations by 
reviewing its policy on the identifica- 
tion of bilingual positions and is in the 
process of redefining its bilingual 
requirements to comply with the Offi- 
cial Languages Act. The bilingual 
officer corps policy has not been re— 
examined yet. 


3.183 Program management still 
inefficient. Our follow-up found that 
the efficiency and effectiveness of 
language training programs have not 
improved. In order to meet the bilin- 
gual officer corps policy, DND has 
given all officers the opportunity to 
become bilingual. This approach 


appears very expensive and at the 
current level of resources does not 
seem to be an advantageous way of 
meeting DND’s linguistic obligations. 
We found that in 1990-91 language 
programs produced only about 30 per- 
cent of what was required and projected 
under the 1990 plan. The Department 
recognizes that it is spending a great 
deal of resources just to maintain the 
status quo and that a fundamental 
review of language targets and imple- 
mentation options is needed. 


3.184 Our follow-up also observed 
that language training programs con- 
tinue to have many deficiencies. 


e Annual goals specifying how many 
people should be qualified at par- 
ticular linguistic levels are not 
determined. 


e Accountability for the achieve- 
ment of these goals is not clearly 
defined. 


e The Department’s plans still do not 
focus training resources to address 
the acute shortage of bilingual 
Anglophones. We noted in 1990 
that the Canadian Forces’ language 
system is designed to offer a low 
level of training to many, rather 
than to train fewer individuals to the 
minimum proficiency level. In 
1989 the 9,000 Anglophones at the 
language level closest to becoming 
bilingual were not given priority 
access to resources that would have 
enabled them to become effec- 
tively bilingual. In 1990-91, 75 
percent of the student population 
was still registered at the beginner 
level of the program. 


e DND’s new decentralized program 
for 4,000 students across Canada 
does not have adequate perform- 
ance data on students, such as 
success rate, attrition rate and 
number at each proficiency level. 
Without such data, the Department 
cannot properly manage the lan- 
guage program or report reliably on 
its full costs. 


Follow-up of Recommendations in Previous Reports 


e Only 24 percent of the candidates 
who took the 1990-91 non-com- 
missioned member basic French 
course qualified as bilingual. 


3.185 Senior officials told us that 
they are planning certain corrective 
measures. They intend to assign 
greater priority to increasing the skills 
of those who are close to being bilin- 
gual, to improve accountability at all 
levels, to increase resources for pro- 
gram monitoring and to increase fund- 
ing for the decentralized program. 
These measures should enhance the 
efficiency and effectiveness of lan- 
guage training programs, but at this 
time they cannot determine by how 
much. 


3.186 Bilingual posting priorities 
not implemented. DND has not 
implemented our recommendation to 
incorporate bilingual posting priorities 
into its language training. There is still 
no departmental posting policy to 
assign bilingually trained individuals 
from all courses to positions designated 
as bilingual, while respecting oper- 
ational tasking priorities. The current 
departmental bilingual manning 
policy affects only the 250 or so 
graduates each year of the continuous 
French course. Although this course 
lasts a full year and costs over $80,000 
per person, in 1990—91 only 66 percent 
of its graduates were actually assigned 
to a bilingual position. 


3.187 Our audit indicated a 1.4 per- 
cent increase in the number of bilingual 
positions filled with bilingual person- 
nel in 1989 and a0.2 percent increase in 
1990, even though the Department’s 
objective is 5 percent per year. 


3.188 The language factor in the 
merit system. In 1990 we reported that 
the Treasury Board had not provided 
direction on how to integrate language 
skill requirements into the merit assess- 
ment process for an institution such as 
the Canadian Forces. National 
Defence has adopted a policy of award- 
ing merit points to individuals for 
having been motivated to learn the 
second language as well as for actually 


The Department 
recognizes that it is 
spending a great deal of 
resources just to maintain 
the status quo and that a 
fundamental review of 
language targets and 
implementation options Is 
needed. 


DND has not 
implemented our 
recommendation to 
incorporate bilingual 
posting priorities into its 
language training. 
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The current system 
appears inadequate to 
motivate enough 
individuals to become 
proficient in their second 
language by 1997. 


The Department still 
needs to re-evaluate its 
Official Languages 
Program implementation 
in order to better respond 
to identified needs. Our 
findings are supported by 
Officials of the Office of 
the Commissioner of 
Official Languages. 
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acquiring second language skills. Our 
follow-up indicates that consultations 
between Treasury Board and depart- 
mental officials would be necessary to 
develop policies suited to institutions 
that appoint individuals to rank rather 
than position. 


3.189 Our 1990 audit stated that 
there was a need for clearer guidelines 
for merit boards on how to apply a 
language factor in merit assessment. In 
order to gauge the progress made, our 
follow-up audit examined the current 
guidelines used to assess the language 
factor. We also reviewed merit board 
files of majors promoted to lieutenant— 
colonel in 1991, to assess the boards’ 
application of the language factor. 


3.190 Our follow-up could find no 
rationale for the merit assessment lan- 
guage factor of 5 percent, nor how it 
contributes to the Department’s goal of 
a bilingual officer corps by the year 
1997. The merit system did not estab- 
lish aminimum requirement in terms of 
language capability, and awarded the 
same value or greater to a candidate’s 
perceived motivation to learn the sec- 
ond language as to a candidate’s actual 
bilingual capability. 


3.191 The current system, including 
the low percentage of merit points, the 
lack of minimum requirements and the 
disproportionate importance attributed 
to motivation, appears inadequate to 
motivate enough individuals to become 
proficient in their second language by 
1997. In fact, our follow-up review of 
promotion files indicated no significant 
increase since 1989 in the percentage of 
bilingual Anglophone majors promoted 
to lieutenant—colonel. 


3.192 Our follow-up also found that 
the application of the criteria was 
seriously inconsistent within and 
between merit boards. We found that 
over 50 percent of the time, the bilin- 
gual score given to individuals did not 
follow the guidelines or did not com- 
pare with scores awarded to their peers. 
Our examination also indicated that 
merit assessment included standards 


that were no longer valid. One quarter 
of lieutenant-colonel promotions were 
based on language test results that had 
expired or on no data at all. 


3.193 Minister’s study group 
established. At the time of our fol- 
low-up, the Minister of National 
Defence set up a study group to report 
on the use of French and Francophone 
participation in the Canadian Forces. 
We held discussions with the study 
group and are keeping abreast of its 
activities. 


3.194 Conclusion. Our follow-up 
audit indicates that the Department still 
needs to re-evaluate its Official Lan- 
guages Program implementation in 
order to better respond to identified 
needs under the Official Languages 
Act and ensure effectiveness and effi- 
ciency in its posting and merit systems, 
while respecting “sharp—end”’ oper- 
ational priorities. Our findings are 
supported by officials of the Office of 
the Commissioner of Official Lan- 
guages. 


Training Efficiency and Economy 


3.195 In 1990 we found that 62 per- 
cent of individual training delivered by 
the Canadian Forces Training System 
was not relevant to trainees’ present 
jobs or duplicated what they already 
knew. This training cost $165 million 
per year. While difficulties of this type 
would be present in any large training 
system with complex requirements, we 
recommended that the Department 
review its processes for planning and 
delivering individual training to con- 
firm that the system is efficient and 
responsive to the needs of users, and 
that it regularly review the relevance of 
course content. 


3.196 In June 1992 the Department 
began a Financial Accountability in 
Individual Training initiative intended 
to link training more directly to oper- 
ational requirements, delegate author- 
ity to those actually responsible for 
training, provide adequate cost and 
budget information to training man- 
agers, and carry out verification of 


training. Departmental officials told us 
that positive results from this project 
are not expected before three or four 
years. 


3.197 At present, while reviews of 
course content through validations are 
being done by all Commands, the 
number of completed validations 
remains low. In 1990-91, 40 courses 
were validated out of approximately 
1,700 for the whole Canadian Forces. 
The Department plans to complete 
51 validations in 1991-92 and another 
54 in 1992-93. Officials told us that 
they expected the number to increase 
when new validation tools, now under 
development, become available. How- 
ever, the Department does not know the 
extent to which it has been able to 
eliminate unnecessary training. 


3.198 We recommended in 1990 
that the Department compare costs 
between its own school system, civil- 
ian colleges and institutes of technol- 
ogy. We reported that National 
Defence should identify where 
Canadian Forces schools cost more and 
should use this information to reduce 
its costs. By way of example, in 1990 
we reported that it cost $265,352 for a 
CF Fleet School to train a marine 
engineering technician, whereas it cost 
$71,923 in the community college 
system. 


3.199 The Department has con- 
tracted out training in a number of 
significant, but isolated, initiatives. It 
has also amended its training policy to 
make option analysis a requirement, 
despite not yet having applied it on a 
case-by-case basis. In addition, the 
Financial Accountability in Individual 
Training initiative is designed to 
encourage decision makers to select 
the most economical training method 
by holding them financially account- 
able. 


3.200 In1990werecommended that 
National Defence ensure that equip- 
ment contracts require that the type and 
quality of training provided will meet 
departmental needs, before acceptance 
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of the product. For example, in 1990 we 
reported concerns that the Canadian 
Patrol Frigate Project did not require 
the contractor to provide adequate 
training capacity for the first six ships. 


3.201 Since 1990 the Department 
has changed its standard contract to 
require contractors to specifically state 
what course evaluation and validation 
will take place. However, it still does 
not require that courses be validated 
before payment is made, as we recom- 
mended. 


3.202 Our 1990 report recom- 
mended that National Defence 
increase efforts to synchronize training 
with delivery of equipment and ensure 
that opportunity costs of non—produc- 
tive equipment are considered during 
contract negotiation. The Department 
has issued instructions that increase 
emphasis on this issue. 


Medical Support 


3.203 The DND medical support 
system costs at least $230 million per 
year. Our 1990 audit recommended 
that National Defence determine the 
minimum dedicated medical support 
system needed in peacetime to support 
unique military needs and to act as a 
basis for expansion to meet wartime 
needs. We also recommended that 
alternatives designed to improve effi- 
ciency be considered, since the Depart- 
ment’s peacetime medical system costs 
in our sample were 86 percent higher 
than the average for similarly sized 
civilian hospitals. 


3.204 The Department is attempt- 
ing to identify all Regular Force medi- 
cal support personnel requirements for 
quick-response forces used to support 
contingency operations. National 
Defence continues to have difficulty 
determining the minimum peacetime 
dedicated medical support system that 
could be mobilized to meet multiple 
contingency needs. The Department 
has yet to define medical support 
requirements for circumstances more 
demanding than contingency oper- 
ations and to determine how they 


The Department does not 


know the extent to which it 


has been able to eliminate 
unnecessary training. 


National Defence 


continues to have difficulty 


determining the minimum 
peacetime dedicated 
medical support system 
that could be mobilized to 
meet multiple contingency 
needs. 
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The Department has 
taken positive steps to 
rationalize its hospital 
system by downgrading 
two of its Canadian 
Forces Hospitals to 
smaller base hospitals. 


In 1988 we recommended 
that DND develop a series of 
indicators for defence 
capabilities and peacetime 
defence performance 
measures suitable for 
publication in Part Ill of the 
Estimates, but no decision 
has yet been taken to 
implement our 
recommendation. 
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would be mobilized. Consequently, 
minimum peacetime medical staff 
levels to support wartime operations 
cannot be defined. 


3.205 Since our 1990 audit, officials 
indicated that National Defence 
reduced expenditures in 1991-92 for 
medical support by $1.5 million over 
the previous year. The Department is 
undertaking a study to identify the 
optimal means of providing peacetime 
hospital services in the Prairie and 
Pacific regions. The Department has 
taken positive steps to rationalize its 
hospital system by downgrading two of 
its Canadian Forces Hospitals (CFHs) 
to smaller base hospitals. This resulted 
in asurplus of 59 positions, the majority 
of which will be used to meet existing 
and new program requirements within 
DND. However, the Department’s 
redistribution of 24 positions to other 
CFHs could increase the peacetime 
cost per patient. DND has indicated a 
reluctance to further reduce the size of 
the medical system until the medical 
support requirements for contingency 
operations have been fully identified. 
The need for an approved force struc- 
ture for peace and war was identified in 
our 1984 report and has been the object 
of follow-up since then. Chapter 18, 
which deals with the CF Reserves, 
comments further on this issue. 


Departmental Performance 
Reporting 


3.206 Our 1984 Report recom- 
mended that DND_ co-ordinate 
information on performance measure- 
ment, program evaluation, internal 
audit, and operational feedback, in 
order to provide comprehensive, 
timely information to senior officials 
on the extent to which defence objec- 
tives are being achieved and tasks are 
being carried out. 


3.207 The Department considered 
various alternatives in accountability 
reporting at National Defence Head- 
quarters, and in February 1990 opted 
for group business plans. However, our 


follow-up audit found that Head- 
quarters has still not developed any 
policy for producing these plans. 


3.208 In 1984 and again in 1987 we 
recommended that the Defence Activ- 
ity Performance Management System 
(DAPMS) assign the full range of costs 
against tasks and provide performance 
data on support and logistic services. 
Since that time, National Defence has 
dropped the DAPMS and developed 
the Operational Readiness and Effec- 
tiveness System (ORES) to report on 
the operational capability of the 
Canadian Forces. ORES is based on 
tasks developed from the 1988 
Canadian Forces Development Plan 
(Provisional). While ORES is a signifi- 
cant step forward, it is not designed to 
assign costs to tasks, and its data is not 
yet complete or usable. 


3.209 In 1988 we recommended that 


DND develop a series of indicators for 
defence capabilities and peacetime 
defence performance measures suitable 
for publication in Part II of the Esti- 
mates. During our follow-up audit, 
officials informed us that alternatives are 
still being actively considered, but no 
decision has yet been taken to implement 
our recommendation. 


Department of National 
Revenue Taxation — 
Enforcing the Income 
Tax Act — 1990, 
Chapter 24 


Background 


3.210 In 1990 we audited the 
enforcement activities of the Depart- 
ment of National Revenue — Taxation. 
This chapter was considered in 
December 1990 by the House of Com- 
mons Standing Committee on Public 
Accounts. 


Scope 


3.211 Our follow-up review 
focussed on the actions taken by the 


Department of National Revenue — 
Taxation in response to our recommen- 
dations and observations. We reviewed 
various status reports by the Depart- 
ment, conducted interviews and analy- 
sis and examined documentation. 


Conclusion 


3.212 National Revenue — Taxation 
has taken action on all of the recom- 
mendations and observations in our 
1990 chapter. Progress has been rea- 
sonable in implementing several rec- 
ommendations. However, more work 
needs to be done in other key areas, 
including filing of information slips on 
magnetic media, and research to deter- 
mine the effectiveness of present 
enforcement activities. 


Observations 
Search Warrants 


3.213 In 1990 we noted that it often 
took several months of departmental 
review to finalize a search warrant, and 
recommended that the Department 
find ways to reduce the time required. 
The Department has responded by 
moving the authority to approve search 
warrants to the directors of most field 
offices. This process should be com- 
pleted by November 1992. The Depart- 
ment believes that this change will 
result in a significant reduction in the 
time it takes to approve a search 
warrant. 


Keeping Parliament Informed 


3.214 In 1990 we suggested that the 
Department make changes in its Esti- 
mates Part III]. The Department has 
significantly improved its presentation 
of information in Part III. This topic is 
covered in more detail in Chapter 6 on 
Information for Parliament. 


Selection of Taxpayers for 
Enforcement Activities 


3.215 Our 1990 Report suggested 
that the Department could improve the 
effectiveness of its selection of taxpayers 


EIEN ET RII IS a 
Follow-up of Recommendations in Previous Reports 


for enforcement actions. Since that time 
the Department has increased training 
and its use of automated selection 
methods to address this concern. 


Filing of Information on Magnetic 
Media 


3.216 In 1990 we noted that the rate 
of filing of T4s and T5s on magnetic 
media was quite low. We suggested 
that the Department attempt to increase 
the rate to at least 80 percent and 
consider making magnetic media filing 
mandatory if reasonable levels of vol- 
untary compliance were not being 
achieved. The Department has made 
progress: the proportion of T5s on 
magnetic media has increased from 
38 percent in 1990 to an estimated 
66 percent in 1992. The Department 
expects to meet a goal of 80 percent 
compliance in the 1993 taxation year. 


3.217 Improvement in the rate of 
filings for T4s on magnetic media has 
been slower. Filing has increased to 
27 percent in 1992 from 20 percent in 
1990 but the vast majority of T4s are 
still filed manually. The Department 
has stated that it expects voluntary rates 
of filing to increase to 40 percent in 
1993 and 43 percent in 1994. It has also 
committed to reviewing the need for 
mandatory magnetic filing at the end of 
1993. 


Additional Research 


3.218 In 1990 we recommended that 
the Department perform more research 
to assist development of enforcement 
policies and practices and to provide 
feedback on existing activities. The 
Department cites several areas where 
additional effort has been placed in the 
last two years. However, this effort has 
been more directed to areas other than 
those noted in our audit observation. For 
example, the Department has indicated 
that its recent efforts have gone into areas 
such as client satisfaction reviews and 
additional consultations with various 
advisory groups. Little recent work has 
been done in the area of research to 
determine the effects of the Depart- 
ment’s enforcement activities on the 


National Revenue — 
Taxation has taken action 


on all the recommendations 


in our 1990 chapter. 
However, additional work 
needs to be done in some 
key areas. 
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Progress has been slower 
than expected in several 
areas. 
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behaviour of taxpayers. Without such 
research, the Department cannot assure 
itself that its present enforcement 
policies and practices are as effective as 
they could be. The Department has 
committed to reviewing its research 
operations and requirements. 


Human Resources 


3.219 In1990werecommended that 
the Department improve its human 
resource information and planning sys- 
tems and strengthen the training of its 
personnel. Since our audit, the Depart- 
ment has taken several steps to imple- 
ment these recommendations. It has 
updated the training profiles of its 
enforcement personnel. In the spring 
of 1992 it started a process designed to 
determine the gap between the training 
employees currently have and the 
amount they should have been given. It 
has also embarked on the development 
of a new Personnel Management Sys- 
tem. The first part of this system 
became operational in the spring of 
1992. Current plans call for the system 
to be in full operation by the fall of 
1994, 


Office of the 
Superintendent of 
Financial Institutions — 
1990, Chapter 25 


Background 


3.220 In 1990 we reported on three 
activity areas of the Office of the 
Superintendent of Financial Institu- 
tions (OSFI): deposit-taking institu- 
tions; regulatory policy; and 
management services. We recom- 
mended that OSFI ensure that pro- 
cedures are fully in place for 
monitoring institutions; improve risk 
assessment processes relating to the 
solvency and soundness of deposit— 
taking institutions; strengthen pro- 
cedures and practices with respect to 
reliance on external auditors; improve 


compliance procedures; give higher 
priority to achieving better co- 
ordination with the Canada Deposit 
Insurance Corporation and provincial 
regulators; and install better staff train- 
ing processes. 


Conclusion 


3.221 In our follow-up, we found 
that OSFI has taken steps to address 
most of our recommendations. 
However, in several areas progress has 
been slower than expected. We recog- 
nize that heavy demands have been 
placed on OSFI’s resources because of 
recent difficulties in some segments of 
the financial services sector. 


3.222 We were advised by OSFI that 
the new legislation governing financial 
institutions, which was proclaimed this 
year, has also affected the timing and 
method of implementation of many of 
our recommendations. 


3.223 As we stated in our 1990 
chapter, the importance of effective 
and timely monitoring cannot be over- 
emphasized and OSFI should continue 
to make every effort to further 
strengthen its role. 


Observations 


Self—governance and 
Self—regulation by Deposit-taking 
Institutions 


3.224 In our 1990 chapter, we rec- 
ommended that OSFI formalize, in its 
examination framework, its expecta- 
tions of the boards of directors and 
operating management of deposit—tak- 
ing institutions in respect to self- 
governance and self-regulation. OSFI 
advised us that it had not acted on this 
recommendation because of the antici- 
pated changes in the responsibilities of 
boards of directors contained in the 
new legislation governing deposit— 
taking institutions. OSFI said that it is 
now in the process of making appropri- 
ate additions to its examination frame- 
work in respect of self-governance and 


self-regulation to reflect the thrust of 
the new legislation. 


Monitoring of Deposit-taking 
Institutions 


3.225 In 1990 we made several rec- 
ommendations to improve OSFI’s 
monitoring procedures. 


3.226 Specifically, we recommended 
that OSFI have access to a comprehen- 
sive database on deposit—taking institu- 
tions. OSFI has recently prepared a plan 
to develop such a database and expects its 
implementation to begin shortly. In the 
meantime, OSFI is using alternative 
sources of information for monitoring 
institutions. 


3.227 _Inresponse to our recommen- 
dation that OSFI conduct regular finan- 
cial analysis of individual 
deposit—taking institutions to identify 
emerging risks, we noted that more 
financial analysis is being done now 
than before. However, analytical pro- 
cedures have not been formalized to 
ensure regularity and consistency. In 
some cases, the breadth of analysis 
carried out and provided to the exam- 
iners is not sufficient to permit full 
utilization of this information by them. 
Also, in several cases, data obtained 
and used for financial analysis were not 
current. 


3.228 We recommended that OSFI 
strengthen its procedures for conduct- 
ing studies of system-wide and sector- 
al issues. In our follow-up, we noted 
that there continues to be a need for 
more extensive and pro-active cover- 
age of such issues. OSFI has recently 
established a program for conducting 
studies in the 1992/93 fiscal year; if 
implemented, these would provide a 
more comprehensive coverage of rel- 
evant issues. 


3.229 Wewereunable to fully assess 
the implementation of our recommen- 
dation that OSFI’s examiners period- 
ically contact the management of 
institutions. We found that, except in 
the case of troubled institutions, few 
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such contacts were documented in 
OSFI’s files. However, OSFI advised 
us that its examiners were indeed 
making periodic contacts, even though 
limited records were being maintained 
on file. 


3.230 With respect to our recom- 
mendation for the consolidation of 
procedures for troubled institutions, 
OSFI has recently prepared a crisis 
management plan and has improved 
the co-ordination between its inves- 
tigations unit and its examiners in order 
to achieve a more concerted monitor- 
ing effort. 


Risk Assessment Process 


3.231 In1990werecommended that 
OSFI strengthen its procedures for 
assessing risk in the specialized areas 
of treasury and EDP and securities 
subsidiaries of deposit—taking institu- 
tions. We also recommended that there 
be detailed criteria established for the 
specific approach used by OSFI in 
measuring the risk profile of a deposit— 
taking institution. 


3.232 In our follow-up, we 
observed that OSFI had made some 
improvements in the coverage of treas- 
ury and EDP risk in terms of the number 
of institutions examined and the qual- 
ity of examination. OSFI, however, 
needs to further improve its coverage of 
these high-risk areas by rigorously 
examining a greater number of institu- 
tions. In respect of security subsidiaries 
of deposit—taking institutions, OSFI 
has developed and implemented 
improved procedures for assessing risk 
from their operations. As to the overall 
approach to measuring the risk profile 
of an institution, OSFI has only 
recently developed the detailed criteria 
needed for this purpose. The approach 
is being field-tested. 


Reliance on External and Internal 
Auditors 


3.233. Inresponse to our recommen- 
dations on reliance, OSFI examiners 
have improved their understanding of 
the differences between the role of 


Financial analysis needs 
further strengthening. 


OSFI needs to further 
improve its coverage of 
treasury and EDP risk in 
deposit—taking institutions’ 
operations. 
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OSFI and CDIC have been 
working on a memorandum 
of understanding since 
1989 but an agreement has 
not yet been signed. 
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external auditors and the mandate of 
OSFI in conducting examinations. In 
recognizing the differences, OSFI is 
now conducting more independent 
work in high-risk areas such as treasury 
and EDP. However, the examiners do 
not always state how the reliance has 
affected the scope of their examination 
work. With respect to reliance on 
internal audit, we noted some improve- 
ment in OSFI’s procedures. However, 
in anumber of cases, there continues to 
be a lack of information on file on the 
extent to which internal audit has 
covered significant internal controls 
and how it has affected the scope of 
OSFI’s examination work. 


Canadian Payments Association 
(CPA) 


3.234 We recommended that OSFI 
carry out a full scope examination of 
CPA. OSFIhas not done this. However, 
it has obtained a legal opinion which 
states that its present examination is 
sufficient to meet the mandate given it 
under the Canadian Payments Associ- 
ation Act. 


Compliance with Legislation 


3.235 We recommended that OSFI 
improve its compliance testing pro- 
cedures. OSFI has made some 
improvements in compliance testing. 
With respect to banks, however, it 
relies primarily on external auditors for 
verification of compliance, with 
limited testing carried out by its own 
examiners. Before such reliance is 
placed, OSFI should determine the 
nature of compliance work done by 
external auditors and its adequacy for 
OSFI’s purpose. OSFI advised us that 
the delay in implementing our recom- 
mendation was due to a decision not to 
revise its compliance procedures until 
the new financial services legislation 
had been introduced. It has further 
stated that since this has now occurred, 
it has established a compliance divi- 
sion to provide a more co-ordinated 
approach to compliance testing. 


Co-ordinating Efforts with the 
Canada Deposit Insurance 
Corporation (CDIC) and 
Provincial Regulators 


3.236 We recommended that OSFI 
immediately enter into amemorandum 
of understanding with CDIC and co— 
ordinate, as appropriate, supervisory 
roles with provincial regulators to 
achieve consistency in supervision. 


3.237 OSFI and CDIC have been 
working on a memorandum of under- 
standing since 1989. A number of 
drafts have been prepared, but an 
agreement has not yet been signed, as 
some issues are still to be resolved. 


3.238 In 1991 OSFI, under the lead 
of the Department of Finance, joined its 
provincial counterparts in an effort to 
harmonize supervision of regulated 
financial institutions. There is a need 
for continued effort by all parties. 


Professional Development and 
Training 

3.239 We recommended that OSFI 
give immediate attention to develop- 
ing and implementing improved train- 
ing plans for its staff. OSFI has 
strengthened its professional training 
and development by conducting a 
needs analysis, allocating budgets to 
line managers and providing some of 
the necessary training to staff. 


Security of Information and 
Conflict of Interest 


3.240 We recommended that OSFI 
conduct a risk and threat assessment of 
its Operations and implement proper 
procedures to safeguard security of 
information. In addition, we recom- 
mended that its procedures relating to 
conflict of interest be improved. 


3.241 OSFI prepared a threat and 
risk assessment of information systems 
in 1991 and an implementation plan in 
May 1992. However, procedures to 
ensure information security are not yet 
fully in place. We noted that pro- 
cedures relating to conflict of interest 
have been improved. 


Department of the 
Secretary of State — 
Citizenship — 

1990, Chapter 28 


Background 


3.242 Our 1990 audit of the Depart- 
ment of the Secretary of State covered 
the Citizenship Registration activity 
and grants and contributions in Citizen- 
ship Development. We also looked at 
information for Parliament on these 
two activities. 


3.243 Organizational change. Cit- 
izenship Registration and Promotion 
activities were transferred from the 
Department of the Secretary of State to 
the Department of Multiculturalism 
and Citizenship, following its estab- 
lishment 21 April 1991. The organi- 
zation of the new Department was 
approved by Treasury Board in 
December 1991. The Citizenship 
Development activity (now called 
Social Development) remained at 
Secretary of State. 


3.244 Scope. Our follow-up 
reviewed the measures taken by both 
departments in response to our 
observations and recommendations. In 
addition to reviewing formal represen- 
tations made by management and rel- 
evant documentation, we interviewed 
departmental representatives _—in 
national headquarters and in three 
citizenship courts. We did not visit the 
Registration Centre in Sydney, Nova 
Scotia. 


Department of Multiculturalism 
and Citizenship — Citizenship 
Registration Activity 


Conclusion 


3.245 Our follow-up indicates that 
the new Department has either cor- 
rected or is taking satisfactory action on 
most of our recommendations. In 
particular, the Department has under- 
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taken an important project called the 
Citizenship Registration System that 
will address many of our recommenda- 
tions. This is a new computerized 
system, budgeted at over $9 million, 
which is being developed and will be 


implemented by the middle of 
1994-95. 
3.246 In addition to initiating the 


new Citizenship Registration System, 
the Department has taken some 
measures to improve its activities. For 
example, citizenship cards are now 
more difficult to falsify; the Royal 
Canadian Mounted Police (RCMP) are 
notified when, as a result of a request 
for fingerprints, a citizenship applica- 
tion is abandoned; some citizenship 
courts are better equipped; new 
application forms for citizenship and 
proof of citizenship have been devel- 
oped; and a pilot project to improve 
productivity by five percent in the 
current year has been initiated at the 
Sydney Registration Centre. 


3.247 The Department should pur- 
sue its efforts to establish productivity 
standards for citizenship courts and 
implement the new Citizenship Regis- 
tration System as quickly as possible. 


Observations 


3.248 The Citizenship Act needs to 
be improved. Our 1990 Report noted 
that the Department of the Secretary of 
State had been considering the need for 
certain amendments to the Citizenship 
Act since 1985. We were informed by 
the new Department that a proposal for 
anew Act was prepared and submitted 
to the Minister early 1992. 


3.249 Corporate planning process 
— improvements are necessary. In 
1990 we recommended that the Depart- 
ment of the Secretary of State quantify 
its operational objectives and link 
operational planning to strategic plan- 
ning. Given that the organization of the 
new Department was approved only in 
December 1991, no operational plan 
framework was prepared for 1992-93. 


The Department should 
pursue its efforts to 
establish productivity 
standards for citizenship 
courts and implement the 
new Citizenship 
Registration System as 
quickly as possible. 
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We have been informed that the plan- 
ning exercise for 1993-94 has started. 


3.250 No standards established 
for turnaround time. We had noted 
the absence of standards for turnaround 
time to apply for a grant or a proof of 
citizenship. Standards have since been 
approved by the Deputy Minister and 
will become effective when the new 
Citizenship Registration System 
becomes operational in 1994-95. 


3.251 In the meantime, efforts have 
been made, in Toronto, to meet a proof 
of citizenship processing time of one 
month, through a pilot proof—applica- 
tion centre. The Sydney Registration 
Centre gives priority to these proof 
applications. 


3.252 Risk of irregularities in the 
use of citizenship cards. In 1990 we 
recommended that the identification 
numbers of cards reported lost or stolen 
be communicated to the Passport 
Office and Customs and Excise. 
Although preliminary discussions 
were held with these departments in 
1991, no further action has been taken. 
The Department intends to resume 
discussions soon. 


3.253 Problems identifying per- 
sons with a criminal record. In 
connection with the problem raised by 
the RCMP, that existing procedures did 
not positively identify persons with 
criminal records, we recommended 
that the routine fingerprinting of all 
applicants for Canadian citizenship be 
considered. We note that the Minister 
for Multiculturalism and Citizenship 
has decided not to adopt this policy, 
which would provide positive identifi- 
cation of applicants. 


3.254 Information for Parliament. 

We had recommended that Part III of 
the Estimates reflect the cost of indi- 
vidual elements of Citizenship regis- 
tration in a way that allows the total cost 
to be determined, and that it provide 
performance information. The Depart- 
ment plans to comply with these rec- 
ommendations for 1993-94. 


Department of the Secretary of 
State — Social Development 


Conclusion 


3.255 Our follow-up shows that the 
Department has taken satisfactory cor- 
rective measures on the points raised in 
our 1990 Report, except for our recom- 
mendation that it provide performance 
information in Part III of the Estimates. 
The Department plans to provide such 
information for 1993-94. 


Department of the 
Secretary of State — 
Education Support - 
1990, Chapter 29 


W 


Background 


3.256 In 1990 our audit of the 
Department of the Secretary of State 
focussed on all Education Support 
programs, including post-secondary 
education support and the Canada 
Student Loans Program (CSLP). We 
did not audit the Official Languages in 
Education Program. 


3.257 The Department appeared 
before the Standing Committee on 
Public Accounts twice in June 1992. 
The Committee studied an audit note 
on the CSLP that was published in our 
1991 Report. The Committee also 
deliberated on a number of elements 
discussed in Chapter 29 of the 1990 
Report. 


3.258 Scope. Our follow-up 
included a review of the action taken by 
the Department in response to our 
recommendations. We examined man- 
agement’s official response to -the 
Standing Committee on _ Public 
Accounts, as well as relevant docu- 
ments and other reports. We limited our 
meetings to members of the Depart- 
ment’s staff. 


Conclusion 


3.259 The Department has made 
satisfactory progress toward undertak- 


ing corrective measures in the area of 
Canada Student Loans Program 
(CSLP). However, more needs to be 
done in formalizing agreement with 
provinces. We stress that amendments 
to the Canada Student Loans Act and 
Regulations are urgently needed. On 
matters relating to post-secondary 
education support, we note minor prog- 
ress. 


Observations 
Post-secondary Education Support 


3.260 Objectives. In 1990 we noted 
that national objectives in post-sec- 
ondary education had not been clearly 
defined. Although the government has 
taken a number of initiatives, and 
discussions with the provinces have 
taken place, national objectives in the 
area of post-secondary education have 
yet to be formulated. 


3.261 Federal co—ordination. The 
Department has made increased efforts 
to fulfil its mandate as the federal 
co-ordinator for post-secondary 
education, using existing mechanisms 
and developing new ones as the need 
arises. In our view, these mechanisms 
still are not sufficiently comprehensive 
to meet the mandate. 


The Canada Student Loans 
Program 


3.262 Approved ceilings are 
exceeded. In 1990 we pointed out the 
need for the Department to establish 
appropriate controls on authorized 
ceilings for loan amounts. In our 
follow-up, we found that loan alloca- 
tions to provinces had again been 
exceeded, this time by $165 million for 
the 1991-92 lending year. The Depart- 
ment has initiated corrective measures 
in compliance with the legislation. 


3.263 Designation of post-second- 
ary education institutions. We had 
recommended that the Department 
clearly define what constitutes a post— 
secondary education institution for the 
purposes of the CSLP, as well as the 
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eligibility criteria to be used in desig- 
nating these establishments. The 
Department and the provinces have 
jointly developed a policy and criteria 
for identifying these institutions, 
which are to be implemented begin- 
ning 1993-94 loan year. 


3.264 Student loans granted in 
excess of need. In 1990 we found that 
loans in excess of need were being 
granted to students who had made 
erroneous declarations of _ their 
resources or had dropped out of their 
course of studies. Seven provinces 
currently apply identification and 
recovery measures with respect to 
federal loans in excess of need. Depart- 
mental and all provincial officials have 
agreed, starting in August 1992, to 
establish mechanisms to be used by 
provinces in the recovery of federal 
loans granted in excess of need. In 
addition, Bill C—76, presently in first 
reading, will have an effect on reducing 
interest subsidies, but does not consti- 
tute a revision of the Canada Student 
Loans Act with respect to the recovery 
of loans in excess of need. 


3.265 Monitoring and auditing of 
loan applications. In 1990 we recom- 
mended that what constitutes a satis- 
factory scholastic standard be clearly 
defined and that an audit plan focussing 
on provincially administered activities 
be developed. The Department and 
provincial officials have agreed on 
comprehensive requirements for a sat- 
isfactory scholastic standard to be 
applied for loan year 1993-94. Fur- 
thermore, the Department has pro- 
posed an accountability framework 
that includes operational and com- 
pliance audits, to be implemented by 
August 1993. 


3.266 Need to improve the man- 
agement of accounts receivable. In 
1990 we pointed out the need to 
improve the management of accounts 
receivable. Since February 1992 the 
Department, in conjunction with 
National Revenue-Taxation, has 
established a program to recover 
defaulted loan money from tax refunds. 
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A total of $18 million was recovered 
between April and August 1992. The 
Department is also negotiating with 
financial institutions for the adoption 
of other measures to improve the 
recovery rate. Other initiatives estab- 
lished by the Department, such as a 
performance grid, the monitoring of 
collection agencies and a more active 
follow-up action process, have 
increased the 1991-92 recoveries. 
Such mechanisms, as well as other 
alternatives that should be developed, 
are necessary for sound management. 


3.267 High default rate. In 1990 
we found that lenders had made little 
effort to recover loans that had been 
granted to students. At the time of our 
follow-up, discussions were under 
way with lending institutions with a 
view to sharing the risks of default. As 
at 31 March 1992, some $964 million 
in federal loans were in default and 
were in collection. 


3.268 Management tools. All of 
our audits since 1986 have revealed 
significant deficiencies in the manage- 
ment information system. We note 
improvements to the system and we 
urge the Department to continue this 
work. The Department and the prov- 
inces are currently examining the ques- 
tion of developing a common 
management system. Talks have been 
held with the banks concerning elec- 
tronic data interchange. A program 
evaluation is planned, and a final report 
is expected by March 1994. 


Information to Parliament 


3.269 A number of improvements 
have been made in the 1992-93 Esti- 
mates Part III. The Department, how- 
ever, has not produced an annual report 
for the Canada Student Loans Program 
since 1988. Moreover, the Department 
should continue to improve the report 
to Parliament on federal and provincial 
post-secondary education support in 
order to better demonstrate the links 
between financing and objectives. 


Department of 
Transport — Airports — 
1990, Chapter 30 


Conclusion 


3.270 While the Department has 
had some success with runway 
expansion, limited progress has been 
made in other areas. The Department 
still lacks a clear management strategy 
and plan for financing capital needs and 
must still adapt to the deregulated 
commercial environment. 


3.271 Runway expansion. In 1990 
we noted that after years of planning, 
runway expansions at Pearson and 
Vancouver Airports remained un- 
resolved. In June 1992 the runway 
expansion at Vancouver was approved 
and announced publicly. An Environ- 
mental Assessment and Review Panel 
has reviewed the plans for runway 
expansion at Pearson and the Depart- 
ment is awaiting the Panel’s recom- 
mendation. Construction of runways 
could take three years to complete. 


3.272 Federal role in airports. In 
1990 we reported that the Department 
needed to re-examine its role in provid- 
ing airport services in Canada; it 
needed to develop criteria setting out 
the conditions under which federal 
funding would be provided to airports, 
and a plan to rationalize federal asset 
holdings and financial involvement in 
airports. Terms of reference for a study 
to address these issues were developed, 
but the Department is now modifying 
them to account for local airport au- 
thorities as well as other government 
initiatives. 

3.273 The Department also has not 
yet clearly defined its future strategic 
role in airports. It has developed a 
decision model for the use of private 
sector financing, but not an overall 
policy framework. 


3.274 Planning. In response to the 
need to address the $1.4 billion short- 
fall over five years between capital 


needs and funding from traditional 
sources, the Department has developed 
a business plan outlining operational 
and capital requirements and a capital 
investment plan that outlines the needs 
of airports over the next five years. The 
plan now shows a_ shortfall of 
$1.8 billion, which includes $1.5 billion 
for the planned runway expansion and 
terminal revitalization at Pearson Air- 


port. 


3.275 Commuter facilities. The 
Department has completed construc- 
tion of a satellite holdroom and walk- 
way for commuter traffic at Halifax 
Airport, overcoming difficulties that 
we noted in 1990. The commuter 
facility project at Vancouver Airport is 
now the responsibility of the 
Vancouver International Airport Au- 
thority. 


3.276 Cost recovery. Many issues 
that we identified in 1990, such as an 
outdated landing fee structure, incon- 
sistent application of general terminal 
fees, shortcomings in the terminal 
building rental policy and loss of fuel 
concession fees, were to be addressed 
by a replacement of the 1978 Cost 
Recovery Policy. The Department 
indicates that a decision on a proposed 
cost recovery policy has been delayed 
by economic conditions. 


3.277 Regulations. Despite efforts 
by the Department, regulations have 
not been revised to allow airports to 
operate in a more businesslike manner 
and to provide line managers with arate 
and fee setting process that is respon- 
sive to market conditions. 


3.278 Financial information. We 
recommended in 1990 that the Depart- 
ment provide line managers with key 
financial tools, such as a commercial 
cost accounting system, a billing sys- 
tem and a fixed asset accounting sys- 
tem. The development of an Integrated 
Departmental Financial System is 
under way, with core requirements 
scheduled for implementation in late 
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1993-94. Completion is expected by 
1995-96. 


3.279 Parking. We estimated in 
1990 that annual revenue losses of 
$4.5 million could be prevented 
through improved equipment to con- 
trol parking revenue. We also observed 
that the Department was slow in replac- 
ing parking meters with newer equip- 
ment and estimated that at six airports 
we reviewed, replacement could save 
$1 million to $2 million per year. The 
Department states that upgrading of 
parking equipment has been delayed at 
larger airports because of fiscal 
restraints and impending airport 
transfers. The Department has 
replaced meters at some airports, but 
not at the airports we reviewed. 


3.280 In addition, we found in 1990 
that airports were losing up to $5 mil- 
lion annually because of tenant parking 
in public parking structures. The 
Department states that if public park- 
ing continues to grow, some of the 
tenant parking will have to be moved. 


3.281 Post-—project review of Ter- 
minal 3. In 1990 we suggested the 
development of an improved method- 
ology for future private sector develop- 
ments based on a post—project analysis 
of Terminal 3. The Department states 
that such a review is nearing comple- 
tion. 


3.282 Long-term financial im- 
plications. We estimated that there 
would be an initial revenue shift of 
$11 million annually to Terminal 3 
above the original $25 million that the 
Department had forecast because of 
changes to the project, such as the 
satellite terminal and the transfer of 
more airlines to Terminal 3. The 
Department has since agreed to pay the 
developer to reacquire control of taxis 
and limousines at the terminal, result- 
ing in anetcost to the Department. The 
Department’s terminal-related rev- 
enues from Pearson Airport for 
1991-92 declined by $38 million from 
the previous year. Of this, $4.7 million 
was because of reduced passenger 


A decision on a cost 
recovery policy has been 
delayed by economic 
conditions. 
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traffic. The remaining $33.3 million 
can be attributed to the operation of 
Terminal 3. 


3.283 Although the Department 
knows the short-term financial impact 
of these changes, it still has not ana- 
lyzed the long-term financial implica- 
tions. Furthermore, it has not updated 
its original analysis to determine if 
benefits from the private sector option 
exceed the cost of the changes. The 
impact on revenues of a possible 
merger of Canada’s two largest airlines 
would also need to be considered. 


3.284 Terminals 1 and 2 at Pear- 
son Airport. The Department has 
requested proposals from private con- 


cerns for the renovation and operation 
of both terminals. It is unclear how Air 
Canada’s prior funding of renovations 
will be taken into account if a third 
party operates Terminal 2. 


3.285 Airport transfers. We noted 
in 1990 that the Department will have 
to manage newrisks, suchas evaluating 
the potential financial viability of local 
airport authorities involved in the 
transfer of airports. The transfers of 
airports to authorities in Vancouver, 
Calgary, Montreal and Edmonton have 
recently been completed. Discussions 
with local groups on potential future 
airport transfers are under way in 
several other cities. 
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Main Points 


4.1 Public service reform will bring about changes in control at all levels of government. Some 
proposals would have an impact on how Parliament funds and scrutinizes government operations. 
The central agencies are already reducing central direction, to minimum basic rules. In departments 
and agencies, as much authority as possible is to be placed in the hands of front-line employees and 
managers, along with responsibility for ensuring that controls over the operations and resources 
entrusted to them are adequate. Public servants at all levels are to be more clearly accountable for 
their performance. 


4.2 This study considers the effect of this reform on control at the levels of Parliament, 
ministers, central agencies and the departments and agencies that deliver programs to Canadians. It 
sets out some of the important issues that Parliament and the government need to address in changing 
the control framework. 


4.3 It is well recognized that the timing, nature and location of controls could change. The 
government needs to make clear the control and accountability framework needed — its nature, 
what it would comprise, and what measures would be in place — to protect parliamentary control 
while safely guiding public servants who are being asked to innovate, to take greater risks and to be 
more accountable. 


4.4 The government needs to manage the transformation in control carefully and report to 
Parliament on its progress. Sustained leadership at all levels of government is needed to carry these 
reforms through. As part of the change process, the adoption of a contemporary view of control — 
one that is oriented to achievement — is key in renewing management in the public service. In the 
chapter we suggest, as a matter of urgency, action steps for government to help ensure a successful 
transition to better management in the public service. ‘ 
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Introduction 


4.5 The government has em- 
barked on a major initiative — Public 
Service 2000 (PS 2000) — to change 
the way it manages. Its overall objec- 
tives are to improve service to Cana- 
dians through better management of 
people, empowerment and innovation, 
and accountability for results. These 
widespread reforms, which affect all 
aspects of government operations, are 
designed to place as much authority as 
possible in the hands of front-line 
employees and managers, and to re- 
duce to a minimum centrally pre- 
scribed rules and regulations. 


4.6 The Office of the Auditor 
General supports the objectives and 
principles of PS 2000 and believes that 
the success of the reforms is critical in 
raising the standards of management 
practice in the federal government. 
The government has an obligation to 
manage the change well. In our 1991 
Report, the Office announced its inten- 
tion to monitor the progress of PS 2000 
and to raise questions during the 
change process that need to be ad- 
dressed. Our purpose in doing so is to 
acknowledge the significance of this 
initiative, to foster discussion, and to 
make suggestions that can contribute to 
its success. 


4.7 The purpose of this study is to 
consider the impact of reform on con- 
trol at the levels of Parliament, min- 
isters, the central agencies, and the 
departments and agencies that deliver 
programs. 


4.8 Much of the dialogue asso- 
ciated with the PS 2000 initiative 
concerns the need to move away from 
excessive, detailed controls. The study 
identifies the challenges the govern- 
ment faces in forging the control and 
accountability framework needed for 
the fundamental management change 
called for by PS 2000, and sets out some 
of the important issues that the govern- 
ment needs to address to ensure a safe 
transition. 


Change and Control in the Federal Government 


4.9 In carrying out the study, we 
traced the evolution of control in gov- 
ernment over the past thirty years and 
reviewed contemporary concepts of 
control for large, complex organiz- 
ations. We consulted public service 
managers in the regions and in the 
National Capital, and members of the 
House of Commons Standing Commit- 
tee on Public Accounts. We also 
received valuable counsel from study 
advisors. 


The Meaning of Control 


4.10 There is no single, consistent 
definition of control for organizations. 
In the narrowest sense it means ensur- 
ing that specific procedures are fol- 
lowed. In the broadest sense it means 
creating the conditions that lead to the 
achievement of objectives. 


4.11 Control is formalized in a 
variety of ways, including the use of 
mission statements, goals and objec- 
tives, policies and procedures, stan- 
dards and information reporting. It is 
informally exercised when the in- 
fluences are ethics, values, trust or 
commitment. Having a good balance 
between the two contributes to effec- 
tive overall control. Exhibit 4.1 shows 
possible outcomes from the combina- 
tion of formal and informal controls. 


4.12 In government, control means 
having reasonable assurance that agreed 
standards of performance will be met, 
while achieving probity, value for money 
and compliance with legislative require- 
ments. Control embraces risk manage- 
ment, in the sense that managing risk 
helps bring about intended achievement 
while, at the same time, minimizing 
unintended effects. Effective control 
systems are used by public service 
managers and staff to: 


e consistently deliver services at the 
agreed level of quality, with the 
information they need for decision 
making; 

e comply with laws, regulations and 
rules of conduct; and 


The purpose of this study 
is to consider the impact 
of reform on control. 
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Control provides the 
context in which 
empowerment can be 
created. 


Exhibit 4.1 


e credibly demonstrate their per- 
formance and provide assurance 
that the resources entrusted to them 
are used productively and are safe- 
guarded. 


4.13 Control is both restricting and 
enabling, an apparent paradox. It is 
restricting in that it protects against 
unwanted events such as waste, lapses 
of probity, or non-compliance with 
authority. It is enabling in that it helps 
ensure that objectives are achieved and 
provides the boundaries within which 
public servants can take decisions. 
Control provides the context in which 
empowerment can be created. 


4.14 Different management re- 
sponsibilities and risks require differ- 
ent types of control. For example, 
certain safety—oriented control sys- 
tems are highly formalized, as in pre— 
flight checks of aircraft, whereas 
government’s control over the achieve- 


The Appropriate Combination of Formal and 
Informal Controls Leads to Effective Control 


FORMAL CONTROLS 
(Formal Influences) 


Appraisal Systems 

Audit 

Authority Delegation 
Information, Reporting, Analysis 
Laws and Regulations 

Mission Statements and Goals 


Organizational Structures and Forums 
Performance/Accountability Contracts 


Plans and Budgets 
Policies and Procedures 
Rewards and Sanctions 
Staffing 

Standards 
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STRONG 


Effective 
or 
Ineffective 


Effective 
or 
Ineffective 


STRONG 


INFORMAL CONTROLS 
(Control Environment/Culture) 


Commitment Openness 
Ethics Trust 
Leadership Values 
Motivation 


This model suggests that organizations need a 
combination of formal and informal controls for 
effective control and this combination will vary 
from organization to organization. 


ment of its environmental goals in- 
volves a range of processes. 


The Control Framework 


4.15 Parliament, ministers, central 
agencies and departments — from 
deputy heads to front-line employees 
— are all part of the control framework. 
By control framework, we mean the 
combination of processes and re- 
sources that have to be managed to 
achieve planned results. 


4.16 Parliamentary control. Par- 
liament’s control is its approval of the 
government’s plans to spend, borrow 
and tax, based on the information it 
may ask government to supply and the 
information government offers. The 
full loop of control — at least in design 
— embraces Parliament’s approval of 
the Estimates, incorporating the gov- 
ernment’s program objectives and 
planned spending, and its later scrutiny 
of what government has actually 
achieved and spent. 


4.17 Parliament passes legislation, 
including appropriations, that provides 
authority for the government to act, and 
sets restrictions and certain expecta- 
tions for results. Parliament’s further 
influence is through scrutinizing and 
questioning what the government of 
the day proposes to do and how, and 
what it has done. 


4.18 Management control. In 
principle and in law, ministers have the 
ultimate accountability to the House of 
Commons for the quality of manage- 
ment of the public service. Collective- 
ly, they are responsible for the 
standards by which the public service is 
managed. Individually, each minister 
is responsible for ensuring that his or 
her departmental and agency manage- 
ment practices, controls and steward- 
ship meet these standards. As a 
practical matter, ministers look to their 
deputy heads for this purpose. 


4.19 Deputy heads down to front— 
line employees of departments and 
agencies have the authority and re- 


sponsibility for delivering the pro- 
grams mandated by Parliament; for 
complying with various authorities and 
laws; and for ensuring the appropriate 
stewardship of public resources en- 
trusted to them. They are expected to 
administer and control departmental 
and agency activities effectively and to 
provide assurances that allow their 
superiors, ministers, and the central 
agencies to hold them fairly to account. 


4.20 In essence, the central 
agencies set the outer boundaries of 
permissible activities. For example, 
Treasury Board has authority to act in 
all matters related to general adminis- 
tration, financial management — in- 
cluding the Estimates — and personnel 
management, including the terms and 
conditions of employment. These 
agencies have traditionally carried out 
their control of government operations 
primarily by issuing regulations, pro- 
viding policy direction and guidance 
and authorizing spending plans based 
on departmental submissions. 


Impact of Public 
Service Reform on 
Control 


4.21 PS 2000 calls for major 
changes to the traditional basis of 
control. 


4.22 Its proposals to reform the 
financial management system could 
have a significant effect on how Parlia- 
ment approves the government’s 
spending plans. For instance, introduc- 
ing multi-year appropriations would 
require departmental plans to be re- 
viewed on a cyclical basis instead of 
annually. Also, the proposals call for 
increasing the dollar amounts for 
which separate votes are required, 
thereby reducing the overall number of 
votes Parliament is asked to approve. 
For example, the proposed increase 
from $5 million to $250 million for 
Capital expenditure votes would reduce 
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the number of these votes to be ap- 
proved by Parliament from 24 to three. 


4.23 With these changes, the gov- 
ernment would have greater flexibility 
to manage within its budget. Along 
with this increased flexibility would 
come the obligation to demonstrate 
results achieved. 


4.24 The central agencies are re- 
ducing central direction to minimum 
basic rules. Financial and administra- 
tive policies are being simplified and 
reduced in number. Delegated author- 
ity in spending and contracting is being 
increased. Red—tape requirements for 
departmental spending submissions to 
Treasury Board have been significant- 
ly reduced and unnecessary central 
reporting requirements are being elim- 
inated. At issue is what monitoring and 
essential controls by the central 
agencies should be maintained. 


4.25 Similarly, departmental and 
agency headquarters are expected to 
reduce central rules and processes to a 
minimum, and to delegate the maxi- 
mum authority possible to the field 
levels. 


4.26 The traditional mindset of 
many public servants has been to 
design central rules and regulations 
that standardize administrative actions 
across the whole range of government 
activity. The reforms under way are 
intended to change this and to allow 
managers and front—line employees, at 
the point of contact with the public or in 
operations, more flexibility in respond- 
ing to local circumstances. As a result, 
public servants at the field level are to 
be given much greater authority, which 
will extend the boundaries within 
which they can decide the best way to 
get the job done. 


4.27 Central and departmental 
rules and processes are to be reduced 
and replaced by accountability based 
more on results achieved than simply 
on adherence to process. Public ser- 
vants from the field level through to 
deputy ministers are to be more clearly 
accountable for their performance in 
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The timing, nature and 
location of controls could 
change, but the 
importance and need for 
control continues. 


130 


managing public resources — thereby 
providing a better basis for ministers’ 
accounting to the House of Commons. 


4.28 Along with greater authority, 
however, control responsibilities are 
delegated to the field as well. Field 
managers and staff will now be respon- 
sible for better control over the oper- 
ations and resources entrusted to them. 
The design and extent of control 
measures will need to be responsive to 
the particular risks and exposures in 
each circumstance. Taxpayers’ money 
must still be managed with probity and 
due care, and high-quality service 
must be delivered. 


4.29 The timing, nature and loca- 
tion of controls could change, but the 
importance and need for control con- 
tinues. Also, control needs to be an 
integral part of operations rather than 
after the fact, and be part of the 
accountability process rather than an 
administrative add—on. 


Challenges in 
Implementing the 
Reforms 


Change must be managed safely 


4.30 PS 2000 is an ambitious un- 
dertaking. It involves changing not 
only policies, systems and controls but 
attitudes and values as well. It empha- 
sizes the need to eliminate unnecessary 
controls and to delegate authority to 
lower levels. However, this devolution 
of authority and the empowerment of 
front-line managers and employees 
must be accompanied by the develop- 
ment of relevant performance 
measures for decision making and 
accountability. Otherwise, it would 
mean a loss in control over the govern- 
ment’s operations. 


4.31 Our audits each year continue 
to point out lapses in control. Many of 
these breakdowns indicate the need for 
greater acceptance of responsibility for 


control. For example, in this year’s 
Report we comment on: 


e inconsistency in controls and lack 
of accountability for termination 
payments made to public servants 
(Chapter 7); 


e inadequacies in information pro- 
vided to Parliament on the cost of 
Canada’s loan guarantees (Chapter 
13); 


e inaction to plug tax loopholes that 
were identified years ago, and that 
are resulting in substantial losses in 
tax revenue (Chapter 2); and 


e inadequate controls over eligibility 
requirements for Canada Pension 
Plan benefits, which have resulted 
in annual overpayments of at least 
$65 million (Chapter 2). 


4.32 Unless the transition is well 
managed, control breakdowns can be 
expected to increase. Thus, the govern- 
ment faces a significant challenge in 
achieving control processes that estab- 
lish a sound foundation for preserving 
parliamentary control, while safely 
guiding public servants who are being 
asked to innovate, to take greater risks 
and to be more accountable. And this 
has to be done with existing resources. 


4.33 Of concern is the fact that no 
clear direction has been provided on 
how the transition from excessive con- 
trols to greater accountability should 
be managed. 


4.34 Moreover, the past thirty 
years have seen several attempts at 
introducing managerial controls based 
on setting goals and objectives and on 
measuring and reporting results. These 
initiatives did not deliver all that they 
were intended to. And so far, little has 
been said to indicate how the new 
initiatives will overcome past diffi- 
culties in implementing accountability 
measures based on results. 


The government needs to deal with 
the negative perception of control 


4.35 Many public servants view 
control in a negative way. They see 


control only as the myriad of rules and 
regulations imposed from above that 
interfere with doing their jobs effec- 
tively. Over the years, central agencies 
or departmental headquarters often 
responded to events that were poten- 
tially embarrassing to the government 
with detailed and restrictive require- 
ments, meant to curtail any reoccur- 
rences. 


4.36 Over time, however, an oner- 
ous, rule—oriented administrative re- 
gime was placing a burden on public 
servants to feed the system, which 
inhibited their creativity and innova- 
tion in carrying out their jobs. Rules 
were followed often at the expense of 
taking advantage of opportunities to 
provide the public with better service, 
or of doing the job in a more effective 
way. 


4.37 In our view, where such con- 
trols had costs — both in dollars and in 
their negative impact on operations — 
that outweighed any potential benefits, 
the problem was not the concept of 
control but the inappropriate applica- 
tion of control. 


4.38 It is important that there be a 
common understanding about the na- 
ture, purpose and importance of control 
in the new environment — and that this 
view of control be a positive one. 


Parliamentarians’ questions need 
to be addressed 


4.39 During the past year, standing 


committees of both the Senate and 


House of Commons held meetings on 
matters related to PS 2000, during 
which Members of Parliament raised 
many issues about its implementation. 
They are summarized in Exhibit 4.2. 
The two main concerns were: 


e As government eliminates unnec- 
essary controls, what assurance is 
there that measures will be in place 
to protect parliamentary control 
and the needed accountability to 
Parliament? 
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e How will public servants be helped 
to achieve high standards of service 
to the public, while maintaining 
probity, due regard to value for 
money and compliance with legis- 
lative authorities? 


4.40 Parliament must understand, 
and agree with, changes in the frame- 
work and the government’s assurances 
about it, and be satisfied that parlia- 
mentary control will not erode. 


Current government studies could 
affect control 


4.41 During the time of our review, 
the government announced two initia- 
tives to examine government oper- 
ations. One is areview of the efficiency 
of five central agencies. The other is 
designed to simplify the structure of 


The House of Commons Standing Committee on Public Accounts (PAC) in May 1992 examined 
the problem of reconciling innovative management practices with parliamentary control, and how 


It is important that there 
be a common 
understanding about the 
nature, purpose and 
importance of control in 
the new environment. 


Exhibit 4.2 


What Parliamentarians Said 


PS 2000 was progressing as a means of improving the performance of the public service. Ina 


series of meetings on PS 2000 that culminated the same month, the Senate Standing Committee on 


National Finance also raised concerns related to control and guidance to public servants. 


PS 2000 and parliamentary control. In noting that the task was to reconcile accountability, 
parliamentary controls and innovation, the PAC Chairman summed up the central issues: 


“This reform is both important and desirable. The time has come to stimulate a public service that 


is both demoralized and subject to the constraints of a stringent set of regulations that limit 


innovation. 


This reform should therefore make it possible for public employees to improve and increase their 


services by means of innovative and creative changes. In the current climate of budgetary 
constraint, this may be the only means governments have of maintaining the current level of service 


provided to Canadians. 


There is a problem, however. Public Service 2000 fails to provide an accountability system for 
public employees and does not indicate how Parliament and Members of Parliament would exercise 
control over public employees’ innovative ideas on behalf of Canadians. In fact, the two major 
elements still lacking in Public Service 2000 are an efficient accountability system and 


parliamentary control mechanisms.” 


PS 2000 and the public service. The concerns of the two parliamentary committees included the 


following issues in the empowerment process: 


° With fewer rules, who judges whether a public servant’s action is good or bad program 
delivery vs. being right or wrong against a rule book? 


e How committed are public servants to making PS 2000 work? How will they know how far 


they can go with innovative solutions? 


e What is the accountability of deputy ministers for carrying out the aims of PS 2000, and is 


PS 2000 making the intended difference? Does government have a plan to measure the 


effect of the change effort? 


e Are empowerment pilots with best—practices learning preferable to broad—front “cultural 
change”? How would the change process vary from department to department? 


e How sound is the implementation process for PS 2000? 
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government in order to reduce the 
number of departments and agencies. 


4.42 The reviews could result in a 
significant consolidation of govern- 
ment operations and a change in the 
role of central agencies, resulting in 
further workforce adjustments and 
economy and efficiency measures. 
This would make the need for an 
empowered public service all the more 
important. But, at the same time, it 
would heighten the challenge to public 
servants to implement reforms in an 
environment of even greater fiscal 
restraint — and to stay in control. 


Government Action 
Required 


4.43 The very nature and basis of 
control in the Public Service is chang- 
ing. Noone has all the answers on how 
this change should take place. “Letting 
go” to transfer decision ownership to 
subordinates is perhaps difficult for 
many, given the history of management 
in government, and manager education 
in accepting risk cannot be achieved 
overnight. The many processes of 
change will have to be fitted together 
and managed coherently. 


4.44 The government has taken 
important steps to implement reform in 
a number of areas — human resource 
development; the introduction of 
“shared management agendas” be- 
tween the Treasury Board Secretariat 
and heads of departments and agencies; 
the delegation of administrative auth- 
orities; the introduction of new depart- 
mental operating budgets; and the 
development of mission statements 
and standards of service to the public 
that can be used to hold departments 
and agencies accountable for results. 
The government has also begun to 
examine the implications that reform 
will have for the control framework. 
And new guidance is being developed 
in the areas of financial management, 
information management and con- 
tracting. 


4.45 A committee of assistant 
deputy ministers drawn from central 
agencies and line departments was 
formed in the fall of 1991 to examine 
how to change the control framework 
to foster the aims of PS 2000. Ata 
meeting of the Public Accounts Com- 
mittee (PAC) in May 1992, the Secre- 
tary of the Treasury Board said the 
assistant deputy ministers’ committee 
would be examining the implications 
of reform for parliamentary control, the 
concept of cyclical program reviews, 
the form and content of the Estimates 
and other information provided to 
Parliament, the meaning and nature of 
control and the development of service 
standards. 


4.46 The Secretary added that he 
hoped he would be in a position to 
return to the PAC in the fall of 1992 with 
some concrete ideas. This commit- 
ment is encouraging. 


The change process should be 
carefully managed 


4.47 As the government proceeds 
with its reforms, there are a number of 
things we think it should do to ensure a 
safe transition. These are set out below. 
Managers we met with also provided 
useful insight on the issues and on what 
needs to be done. Some of their specific 
comments are reflected in Exhibit 4.3. 


4.48 Attention should be paid to 
important aspects of the change pro- 
cess; in particular, the following: 


e confirming overall responsibility 
and accountability for the process; 


e developing a plan, with stated ob- 
jectives and timetables; 


e establishing what controls are es- 
sential in managing in the new 
environment; 


e identifying what the control mech- 
anisms should be at each of the 
various levels of government; 


e involving in the control-setting 
process the public servants, central 
agencies, and others who will be 
bound by the new standards; 


e establishing mechanisms for moni- 
toring the progress of the devol- 
ution; and 


e reporting results regularly to inter- 
ested parties. 


4.49 It is important that the govern- 
ment make parliamentarians fully 
aware of the substantial impact that 
reform could have on existing parlia- 
mentary control. They will also need 
assurance that this framework, while 
encouraging greater effectiveness and 
efficiency through innovation by 
public servants, will respect the prin- 
ciples of parliamentary control. 


4.50 In our view, the roles of cen- 
tral agencies in reformed management 
should be better identified and com- 
municated. The central agencies need 
to sort out among themselves their 
respective roles and responsibilities for 
control and accountability. The nature 
and the degree of monitoring, enforc- 
ing, advice and policy guidance need to 
be determined and communicated to 
departments and agencies and to Par- 
liament. 


4.51 Visible, strong and com- 
mitted leadership has to be maintained 
throughout the transformation. 


The concept of control needs to be 
broadened 


4.52 In an empowered public ser- 
vice, more emphasis will be placed on 
results than on prescribed processes. 
The concept of control in government 
needs to be broadened from restriction 
and prescription to the idea of bringing 
about achievement while protecting 
against unwanted events. 


4.53 It is also important that man- 
agers and their staffs be educated on the 
importance of control and modern 
management control practices. When 
combined with contemporary manage- 
ment, good administration and intelli- 
gent interpretation, control leads to 
efficient and effective operations. 
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4.54 For example, control self— 
assessment techniques are gaining rec- 
ognition in the private sector. They 
encourage managers and their em- 
ployees, through workshops or other 
forums, to regularly examine their 
business objectives and the adequacy 
and relevance of controls. This prac- 


tice is thought to have several benefits, 
including improved understanding of 


Exhibit 4.3 
What Managers Said 


About Control 


Parliament’s most powerful function in authorizing expenditures would seem to be to establish what is to 
be accomplished by the funding. If MPs want to be empowered they should get reporting on the 
achievement and not just annualized information about inputs. And if it’s all just rubber stamping, why 
go through the process? 


There’s nothing wrong with control; what’s wrong is the number of controls. 


Control is perceived as “‘stop doing”, not “start doing”. The balance should switch to the “achieving” 
side of control. 


There are inconsistent messages in delegation of authority. It gives freedom and then takes it away. 
Suddenly there are more restrictions like “Don’t travel or use the hotels in the green pages of the 
directory”. 


PS 2000 hasn’t addressed headquarters and regional responsibilities and who is accountable for what. 
There’s still a tendency to withhold decision-making power from the regions. 


Empowerment produces control because employees become more responsible. 


About Accountability 


There have to be controls but accountability is diffused. You can’t talk about control without talking 
about accountability. Yet accountability has been a separate exercise, confined to having followed rules. 
With PS 2000 you have to put them back together. 


PS 2000 doesn’t deal with mistakes. What do you do with someone who does something out of line? We 
need clarity on what represents an error to ministers, senior managers and central agencies and what will 
happen when errors are made. 


Shared responsibility and accountability is increasingly a problem in achieving results; we’re going to 
have to find a way to deal with this as things like the Green Plan make it more and more a significant 
issue. 


If you’re going to do justice to the responsibility—accountability link, you have to educate not only the 
managers but also the media and MPs to make managers more comfortable in taking on more 
responsibility. They are ill-equipped and some are leery of taking on more responsibility and 
accountability. 


We feed up but get no feedback down. People should see control and accountability as being interactive. 


About Risk Taking 


Delegation to departments by central agencies puts pressure on central headquarters. They are worried 
about fouling up so they create new rule books. We have to let functional managers make some mistakes 
too. 


The basis of empowering is trust. You have to allow risk before everything is in place. We have got to 
err on the side of risk taking, and support it. 


We need to work on risk management. Training resources have to go behind all the nice talk. 


About Reward Systems 


Achievement standards aren’t the standards we’re judged by. So we’ve not been putting the long-term 
payoffs in submissions and just word them for acceptance. Then we don’t get substantive challenge; only 
nit—picking. 


The whole control system is disconnected since resources are not tied to performance. And the reward 
system seems only to expect further cuts from the manager who successfully cut budgets before. 


133 


ETT LTS PILE LEBEL FLEE TERE 
Change and Control in the Federal Government 


The concept of control in 
government needs to be 
broadened from 
restriction and 
prescription to the idea of 
bringing about 


business operations and key controls, 
stronger acceptance of the value and 
importance of control, and improved 
problem solving. The use of these 
techniques in the federal public service 
should have the same benefits. 


Fundamental rules are needed that 


achievement while 


protecting against 
unwanted events. 


Exhibit 4.4 


4.55 


constitute the decision boundaries 
for public servants 


A main element of control in 


an empowered management culture is 
a set of fundamental rules. These rules 
reflect the organization’s beliefs, va- 
lues, management principles and code 
of conduct and, based on an analysis of 
business risk, they establish boundaries 
within which employees can make 


decisions. 


4.56 


things. 


An Example of Fundamental Rules for 
Risk Management in a Canadian Corporation 
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Fundamental Rules 


Rules 


Ethics 


Controls 


Corporate 
Policies 


Don't do anything illegal or unethical 
- Follow Business Conduct Guidelines 


Risk acceptances must be documented 


Keep to delegated authority for: 
— Financial signing levels 

- Pricing, discount and uplift levels 
- Personnel and compensation 

- Hiring 

- Hiring and use of consultants 


Keep to generally accepted accounting principles 


Maintain adequate controls: 

- Inthe business process and ensure that change 
can be administered 

— Over assets, income and tax obligations 


Only write contractual commitments with Legal 
or Business Offerings guidance 


Don't create a substantive precedent 
— One that obligates IBM to make a similar 
decision outside your trading area 


Follow process for: 

- Release or acceptance of confidential information 
Release of unannounced product for technical info. 
Acquisition of non-IBM hardware for resale/lease 
Acquisition of non—|BM software 


Don't make political contributions 

Be fair to customers, suppliers & business associates 

Involve Industry Relations in contacts with competitors 
(other than normal sales or purchasing situations) 

Do not adversely affect the environment 

Comply with IBM design standards 


Fundamental rules do two 
They minimize risk to the 


Dealing with Differences 


Whenever differences result in an 
impasse, it is.up to the dissenting 
Party to decide whether to carry the 
issue further. 


® |f achange to a guidelines is being 
proposed, then it's up to the 
initiating function to inform relevant 
IBM departments so they have an 
opportunity to give advice. 


® Where there are differences between 
departments, provided a fundamental 
rule is not involved, it is up to the 
dissenting department to decide 
whether to escalate. 


® fa change to a fundamental rule 
is proposed, the originating area 
cannot proceed without the approval 
of the owner of that rule. 


Think... 

Is it right for the customer? 

Is it right to IBM? 

|s it ethical? 

|s it consistent with our basic beliefs? 


Remember... 
‘It's Your Business’ 


® For questions on the risk Manage— 
ment process, call Business— 
Offerings or Controls Evaluation. 


Reproduced through the courtesy of IBM 
Canada Lid. 


organization, and they encourage rea- 
sonable risk taking and innovation by 
giving employees greater certainty 
about what they can do. 


4.57 The rules are few but firm, and 
breaking them results in sanctions. For 
instance, a rule in any organization is 
“Don’t do anything illegal”. An 
example of the fundamental rules in a 
major private sector organization is 
shown in Exhibit 4.4. These rules are 
based on that company’s core values of 
respect for the individual, best cus- 
tomer service, and excellence in execu- 
tion. They also reflect the risks the 
company wants to avoid in running its 
operations. 


4.58 The federal government lacks 
an equivalent set of rules. We think 
they are a key element of empower- 
ment. Public servants must be able to 
reconcile the rules that respect Parlia- 
ment’s control with innovative action 
that they feel will produce better re- 
sults. And, equally, Members of Parlia- 
ment must be assured that the 
principles of parliamentary control are 
being respected. 


4.59 All levels of management, in 
consultation with ministers and other 
Members of Parliament, should be 
involved in developing these rules. 
Managers and their staffs need to 
understand and agree to them. 
Exhibit 4.5 provides examples of what 
fundamental rules in government 
might look like. 


Public servants need to build skills 
in risk management that will allow 
them to make decisions and accept 
risk, while keeping that risk within 
agreed limits 


4.60 Managing risk is knowing the 
chances of encountering harm or loss 
and knowing its probable severity, and 
taking decisions that allow for that risk 
but keep it within agreed limits. It 
involves a formalized process of risk 
assessment, measurement and control. 
As public servants begin to assume 
more risk, tolerance zones need to be 
made clear to them. It requires trust, at 


all levels, in public servants’ 
competence, and forbearance when 
things go wrong in the learning. 
Patience will also be required of min- 
isters and other Members of Parlia- 
ment. 


4.61 Public servants need simple 
but sound methods to identify ac- 
ceptable risks through disciplined 
assessment of consequences and 
probabilities. They need understood 
structures and processes for taking 
extraordinary but authorized action. 
In our view, risk management is a 
key element in reshaping the govern- 
ment’s control and accountability 
framework and should be a high 
priority for employee training. 


Accountability for results, from the 
front-line employee up to 
Parliament, has to be fair and 
visible 


4.62 Accountability, the obliga- 
tion to answer for the discharge of one’s 
responsibilities, is basic to democratic 
government and an integral part of an 
effective control framework. The issue 
in empowerment is not so much delega- 
tion of power and spending authority as 
agreeing on what public servants are to 
be accountable for, and to whom. It is 
important that well-understood ac- 
countability processes be in place. 


4.63 Such processes need to have: 


e clear and visible objectives and 
standards of service against which 
performance of the organization 
can be measured; 


e relevant indicators of performance 
to assess results achieved, with 
emphasis on usefulness rather than 
on precision of measurement; 


e reliable and accessible information 
systems to support decision making 
and measurement of results; and 


e timely and understandable report- 
ing on results, on the quality of 
control systems for program 
achievement and on compliance 
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with legislative authorities and fun- 
damental rules. 


4.64 These accountability pro- 
cesses provide a specific basis for 
government’s reporting that would 
give parliamentarians sound informa- 
tion. 


4.65 Chapter 6 on Information to 
Parliament proposes a set of principles 
and a framework for departmental 
reporting to Parliament. It assesses 
existing reporting against these, and 
makes a number of recommendations 
for improvement. 


Good information is essential for 
control , 


4.66 Public servants at all levels 
must have access to and be able to rely 
on good information if they are to meet 
agreed service standards and to be held 
accountable. Program achievement 
and the ability to hold individuals 
accountable for it depend on the quality 
of available information. Therefore, 
managers have the responsibility to 
manage information and technologies 
in ways that produce the needed in- 
formation. This means that they: 


e know what information is needed 
and available; 


e have standards for information 
quality in place; and 


The issue in 
empowerment is not so 
much delegation of power 
and spending authority as 
agreeing on what public 
servants are to be 
accountable for, and to 
whom. 


Exhibit 4.5 


Some Examples of “Fundamental Rules” 


for the Federal Public Service 


These are examples of possible “few but firm” rules. They are not intended to be comprehensive. 


Act within your delegated authority. 

Act in a politically neutral manner. 

Act impartially, honestly and fairly. 

Don’t waste public money. 

Safeguard assets. 

Respect the core values of your organization. 
Make service standards visible. 


Document risk acceptance. 
Account for the discharge of responsibilities and achievement of agreed performance. 
Get authority for waiving a fundamental rule. 


Do nothing illegal. Uphold the spirit and letter of laws and regulations. 


Realize the productive potential of all resources entrusted, especially people. 
Don’t make decisions that commit significant public resources without proper authority. 
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Modern management 
concepts are increasingly 
being introduced in 
departments and 
agencies. 
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e have the capability to identify, 
evaluate and manage their informa- 
tion resources. 


4.67 The rapid advances in in- 
formation technology, including sys- 
tems networking and on-line input and 
retrieval of data, provide greater op- 
portunities for front-line public ser- 
vants to get direct access to the 
information they need to manage. This 
also has the potential for significant 
change in culture and in the way 
business is done. These changes in 
technology and organizational struc- 
tures mean that control processes will 
also change. 


Internal audit and program 
evaluation can play a key role 


4.68 Both internal audit and pro- 
gram evaluation are an important part 
of the process in assessing the effec- 
tiveness of control. Both functions are 
subjects of government-wide audits 
scheduled for reporting in 1993. 


4.69 In an empowered public ser- 
Vice, itis likely that the focus and nature 
of work in these areas will change. For 
instance, our office recently published 
a survey of internal audit practices in 
some 40 private sector companies and 
government departments. In those 
Organizations that have undergone 
changes in management culture, there 
has been a shift to more pro-active, 
preventive auditing rather than after— 
the—fact “detective” auditing. Greater 
emphasis is being placed on the use of 
technology, earlier audit involvement 
at the design and implementation 
stages of systems and programs, and 
risk analysis. 


The right reward system is needed 


4.70 Effective reward systems are 
key to ensuring the desired change to an 
empowered public service and to pro- 
ducing agreed levels of service. The 
Systems need to motivate public ser- 
vants to raise service standards, protect 


parliamentary control and account fair- 
ly for their performance. 


4.71 When rewards are to be based 
on reported results rather than on 
compliance with process, new issues 
arise. For instance, how are public 
servants motivated to report honestly 
and fairly, and what are the safeguards 
against performance being overstated? 
What are the reporting standards that 
government should propose? And how 
are public servants to be involved in 
setting the performance and reporting 
standards? 


Learn from pilot projects and 
other experience, and apply the 
learning 


4.72 The length, quality and nature 
of the change process will vary from 
organization to organization. In an 
environment where control systems are 
being radically changed and individ- 
uals are being empowered to a degree 
that they never have been, it is impor- 
tant that the results of the change 
process be monitored and evaluated on 
a timely basis. 


4.73 Implementing change incre- 
mentally through the use of pilot pro- 
jects and other experiments minimizes 
risk. This approach means choosing 
the most promising organizational 
units to implement the change and 
pushing risk taking to the limit, while 
controlling it. Learning is then cap- 
tured from the experience and used by 
others — including how to deal with 
unintended outcomes. 


4.74 Modern management con- 
cepts are increasingly being introduced 
in departments and agencies. Common 
features include statements of mission, 
values and strategic objectives, to- 
gether with the leadership, managers’ 
freedom in making decisions and the 
learning needed to bring about the 
organization’s intended achievement. 
Exhibit 4.6 gives one example, Correc- 
tional Service Canada. 


Conclusion 


4.75 Sustained leadership at all 
levels of government is needed to carry 
through the transformation in public 
service management. Government 
needs to show Parliament that it is 
transforming management of the 
public service at a successful pace, and 
that it is dealing with important control 
and accountability issues. 


4.76 To make this happen, there are 
a number of important steps that the 
government needs to take — urgently 
— to ensure safe transition to an 
empowered public service. 


e Sort out the overall responsibilities 
for achieving the control process 
that will meet the needs of an 
empowered public service, and es- 
tablish an implementation plan that 
sets out objectives, time frames, 
and who is responsible and ac- 
countable for maintaining control. 


e Identify and clarify the roles of 
central agencies in the control 
framework. 


e Educate managers in contempor- 
ary management control tech- 
niques and in broadening the 
concept of control. This is particu- 
larly important in view of the 
negative perception of control held 
by many public servants. 


e Establish fundamental rules that 
constitute the decision boundaries 
for public servants and involve 
them in setting these rules. Such 
rules should be based on ethics and 
values in the public service and 
should respect the principles of 
parliamentary control. 


e Build up public servants’ skills in 
risk management that will allow 
them to make decisions and accept 
risk, while keeping that risk within 
agreed limits. 


e Ensure that there is fair and visible 
accountability for results, from the 
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front-line employees up to Parlia- 
ment. This means having in place 
clear objectives, agreed standards 
of service, relevant performance 
measures, reliable information sys- 
tems and timely and understand- 
able reporting systems. 


e Motivate public servants to accept 
responsibility for raising standards 
and controlling, and accounting 
fully for, performance. 


e Maintain visible, strong and com- 
mitted leadership to see the process 
through. 


e Report to Parliament regularly on 
the critical success factors in the 
devolution of authority and re- 
sponsibility, including the develop- 
ment of the new control framework. 


4.77 Parliament should call for 
assurance that the needed action steps 
are being taken. 


There are a number of 
important steps that the 
government needs to take 
— urgently — to ensure 
safe transition to an 
empowered public 
service. 


Exhibit 4.6 


Getting it all together — Correctional Service Canada. In 1988 the Service undertook an 
organization—wide process to define its purpose. Led by the Commissioner, managers forged the 
Service mission statement that set the future direction and boundaries of what was to be achieved. 
The Commissioner took the Minister through their direction-setting process and received the 


Minister’s support. Each successive minister has given his. 


In support of the mission statement, the Service adopted five core values, a set of guiding principles 
and specific corporate objectives. Through sustained leadership of the Commissioner and his 
executive, managers undertook to adopt these core values in their work and promote them with 


front-line employees. 


Decision-making authority was increasingly delegated. In so doing, managers agreed that in most 
operating matters the quality of decisions made in Ottawa would not be higher than those made by 
the front-line managers. People were trusted to produce provided they were given the necessary 
support to achieve self-control. Accordingly, the Service introduced accountability contracts, 
performance standards and measurement, procedures for self-assessment, increased training of 
employees, and information systems for measuring performance and spending that are openly 
available to managers for comparison with targets and with other organizational units. 


The Service now believes it has: 


e stronger overall control, higher morale among managers and better relations with central 


agencies. 


e improved program delivery by adopting new ways of doing business, such as “unit 
management” where key operating functions are to be integrated, including security, case 
management, health and safety, rehabilitation programs, and resource utilization. 


e increased the importance of risk assessment of offenders when they enter institutions so that 
costly incarceration and lengthy rehabilitation may be safely minimized. 


e been better able to deal with reduced levels of management and budgets. 


In 1992 the Commissioner describes the Service as “value based but results driven”. The Service 
also recognizes that the transition is not complete. In particular, strategic objectives are to be 
reassessed, performance standards and measures are to be further developed, and accessibility to 
corporate information is to be increased. 
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Change and Control in the Federal Government 


Government response: The federal 
government has in place a financial 
control framework designed to ensure 
that public funds are spent for the 
purposes approved by Parliament. 
The objectives of this framework will 
not change as a result of Public 
Service 2000. 


Public Service 2000 is the govern- 
ment’s plan to foster a client-centred 
and results—focussed Public Service, 
better equipped to reduce the cost of 
delivering programs while at the same 
time continuing to provide the Cana- 
dian public with high-quality service. 
It is, first and foremost, a change in 
attitudes and the culture of the Public 
Service, and this has already begun. 


Over the years a large body of detailed 
and prescriptive rules and procedures 
have been developed by central 
agencies and departments. The Audi- 
tor General has pointed out that these 
often cost more to implement than any 
benefits they might reasonably pro- 
duce. Experience has shown that 
detailed rules and procedures did not 


provide greater assurance of probity 
and prudence, and_ furthermore, 
tended to stifle innovation and divert 
attention away from serving the Cana- 
dian public. 


The government recognizes that, as 
reforms under Public Service 2000 
proceed, the current control frame- 
work will have to be adjusted. Unnec- 
essary and outdated rules continue to 
be modernized or eliminated entirely. 
Prescriptive and lengthy procedures 
are being replaced by policy guide- 
lines written for the operating man- 
ager, not just for specialists. They will 
shift the focus from process to re- 
sources, results and outputs. In- 
creased emphasis will be placed on 
accountability. Essential controls will 
remain in place and will, indeed, be 
clearer and more visible to those 
accountable for program delivery. 


Public Service 2000 will not jeopard- 
ize Parliamentary control, nor the 
overriding principle of ministerial 
accountability. 
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Main Points 


=H Today’s organizations operate in a world of rapid and accelerating change. To stay 
relevant, effective and competitive, these organizations must learn at least as fast as their 
environment changes. This means maintaining a fit between the organizations’ assumptions about 
reality and reality itself. . 


Se The learning organization views change not as a threat to be resisted, but as an opportunity 
to become more confident, responsive and effective. 


ne) The learning organization encourages its members at all levels to learn continually and to 
embed their skills and knowledge into its attitudes and practices. 


5.4 Organizational learning is inspired by “learning champions.” These are people who foster 
a sense of purpose, develop enlightened strategies, attract other committed people, and view work 
environments as continual learning structures through which service and performance can be 
improved. 


fn) The learning organization sees itself as part of an interactive partnership with its customers. 
This relationship involves a process of ongoing development through reciprocal feedback. 
Together, the partners create products and services that are valued by society. 


5.6 The public service could foster organizational learning through experimental projects in a 
variety of areas. These projects would emphasize continuous learning as the basis for effective 
teamwork and for improvements in service and performance. Learning and innovation would 
gradually become dominant characteristics of the public service culture. 
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Introduction 


Si, This chapter reports on a 
study of organizational learning in a 
public service environment. The study 
began with the question “How does an 
organization learn to perform well?” 
As we proceeded, we realized that 
learning to perform well was not the 
fundamental question. After all, some 
organizations perform well because of 
inspired leadership, or because they are 
in the right place at the right time. Once 
these factors disappear, performance 
deteriorates and the organization may 
even fail. 


5.8 The question then became 
“How can an organization learn not 
only to perform well, but also to sustain 
performance and become truly innova- 
tive?” The answer, we discovered, is 
that it must become a “learning organ- 
ization”. 


5.9 This study draws on field 
work we did in four government depart- 
ments: Statistics Canada; the Adminis- 
trative Policy Branch of Treasury 
Board Secretariat; the Canadian Centre 
for Mineral and Energy Technology in 
Energy, Mines and Resources Canada; 
and the Goods and Services Tax project 
in National Revenue — Customs and 
Excise. While we do not describe these 
organizations in detail (see Exhibit 
5.2), we illustrate our points through- 
out the text with comments from their 
managers. 


5.10 We also use insights gained 
from several private sector corpor- 
ations, from a number of researchers 
active in this field, from our board of 
advisors and from our review of the 
literature. 


5.11 Much of the literature on 
organizational learning focusses on 
industry, where the driving force is 
fierce competition. Our study focusses 
on organizational learning in a public 
service environment. » 


5.12 We discuss the learning or- 
ganization under four headings: 


The Learning Organization 


e Why is organizational learning im- 


Bust Today's 
e What is organizational learning? organizations 
e Three perspectives on organi- operate in an’ 
zational learning , a ee ae 
e Suggestions for the public service : ? Le of pe: 
} rapid and _ 


Why Is Organizational 
Learning Important? 


Coping with rapid and accelerating 
change 


S313 Today’s organizations oper- 
ate in an environment of rapid and 
accelerating change. In the private 
sector, this environment includes new 
customer demands and intense com- 
petition. In the public sector, it includes 
growing public expectations, increas- 
ing demands for individualized ser- 
vice, expanding workloads and 
continued resource constraints. In both 
sectors, technological breakthroughs 
create additional pressures. Many of 
today’s jobs didn’t exist five years ago 
— and may not exist five years hence. 


5.14 In a relatively stable environ- 
ment, once an organization has learned 
how to operate well, the need for further 
learning is diminished. However, the 
swift pace of today’s world demands 


change. 


Exhibit 5.1 
Earlier Studies in This Series 


Over the past decade, this Office has published several studies that explore how 
organizations can improve and sustain their performance. The first study addressed the 
question: Why do serious managerial weaknesses persist, in spite of conscientious efforts 
to overcome them? We found that managers were constrained by political priorities, by 
too many administrative rules and regulations, and by systemic disincentives. We 
published the study under the title Constraints to Productive Management in 1983. Our 
Report pointed out, however, that some organizations do work well, in spite of these 
constraints. 


Our next project identified the attributes characteristic of such well—performing 
organizations. We documented twelve attributes, grouped in four clusters: emphasis on 
people; participative leadership; innovative work styles; and strong customer orientation. 
We published that study in 1988 as Attributes of Well-Performing Organizations. 

While the 1988 study explored the competencies and skills of organizations, it said 
nothing about the affective side of organizational behaviour. We therefore designed our 
next project to address the impact of values, attitudes and motivation on organizational 
performance. We published the results in 1990 as Values, Service and Performance. 


These studies have had widespread acceptance, both in Canada and abroad. 
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Organizations 
must learn at least 
as fast as their 
environment — 

changes. 7 
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The Learning Organization 


that an organization develop a dynamic 
learning culture. 


5,15 To stay relevant and effective, 
in fact, organizations must learn at least 
as fast as their environment changes. 
To be innovative, they must learn even 
faster — they must anticipate the 
future. 


What Is Organizational 
Learning? 


Learning is more than adapting 


5.16 Many organizations deal with 
change by simply adapting. While 


ADMINISTRATIVE POLICY BRANCH 


The Administrative Policy Branch of Treasury Board (APB) was created in the 1960s to emphasize prudence and probity in 
government. The organization has now adopted a philosophy of partnership with its clients. APB has assumed what some 
managers have termed more of a “leadership” rather than a “directing” role. 


adaptation is an element of learning, it 
is mainly a reactive function. Like 
chameleons and amoebas, organi- 
zations that merely adapt wait for 
circumstances and situations to dictate 
a course of action. But this is a limited 
type of learning. At an advanced level, 
the learning process is much more 
deliberate, reflective and anticipative. 


5.17 The distinction between an 
adaptive and a learning organization is 
subtle, yet profound. Both organi- 
zations operate in the present. How- 
ever, the adaptive organization is 
slightly behind; it is just arriving from 
the past. The learning organization is 


The work of the Branch has changed to meet its new mission. There is a new emphasis on innovation, and on taking the 
initiative to create new opportunities. There is also receptivity to the idea of responsible risk-taking. APB’s new focus is on 


partnership with its clients rather than simply on managing crises and issuing directives. 


CANMET 


In 1987, the Canadian Centre for Mineral and Energy Technology (CANMET) realized that although the scientific quality of 
its work was high, its delivery and the associated transfer of technology were not meeting clients’ changing needs. It also felt the 
pressure of government funding restraints. 


CANMET concluded that it had to become more client—oriented and find ways to increase the revenues of the organization. 
Now when research is undertaken, the client is involved from the outset and often shares project costs. This development has 


required continuous learning of how to plan and manage work in partnership with clients. 


GST 


In February 1989, the Goods and Services Tax (GST) was announced in the Finance Minister’s budget. Shortly afterward, 
the Department of National Revenue — Customs and Excise began developing the collection and administrative system for the 
GST. The deadline for “switching on” the tax was January 1991. The Department, which had traditionally been an enforcement 
and collection agency was now faced with designing and implementing a very complex new system under severe time limits. 
This meant that the Department had to undergo a period of rapid learning during which it would be asked to change its thinking, 


practices and culture. 


One of the most important lessons the Branch learned was the capacity to identify the two or three most crucial tasks that 
needed to be done and to stick to them. This was matched by a readiness to work well together and to use knowledge and 
expertise from many sources in order for the project to proceed. The Branch also learned that agreeing on goals, committing to 
them, and allowing employees the freedom and ressources to develop and design their own action plans was crucial for success. 


STATISTICS CANADA 


Fifteen years ago, there was considerable media criticism of the agency. Today, some international journals describe it as 
the best statistical agency in the world. 


The agency’s planning process, for example, is now a vehicle for organizational learning. It is a means of creating 
horizontal communication and corporate awareness among managers who rarely interacted previously. Built into the system is a 
“what if” approach that emphasizes forward thinking, requiring managers to identify “contingencies” and “efficiencies”. The 
process has allowed the agency to be more responsive to its environment, thereby enabling it to have a greater influence. The 
agency also promotes learning by deliberately rotating managers with a view toward developing the next generation of senior 


leaders as well as fostering a corporate orientation. These efforts have contributed to cross—pollination of ideas and experiences 
throughout what was once a very vertical organization. 


slightly ahead; it is just leaving for the 
future. 


Organizational learning differs 
from individual learning 


5.18 Learning is a natural function 
of all living beings. Unfortunately, the 
desire to learn can be stifled through 
discouragement or fear, or it can turn 
into complacency through lack of in- 
centive. However, the desire to learn 
can be re—awakened. We reported this 
in an earlier study in this series (see 
Exhibit 5.1). We said that people have 
three basic work-related aspirations: 
They want to do adecent job; they want 
to be appreciated; and they want to be 
proud of their organization. The un- 
derlying drive is the desire for mastery 
and self—fulfilment. 


5.19 When individuals serve cus- 
tomers, collaborate with colleagues or 
try to solve problems, they learn new 
skills and acquire new knowledge. 
This becomes organizational learning 
when their skills and knowledge are 
embedded in the attitudes and practices 
of the organization (see Exhibit 5.3). 
This is one of the core processes of 
organizational learning. 


Three Perspectives on 
Organizational Learning 


Characteristics of 
Organizational Learning 


Learning is an ongoing process 


5.20 An organization typically 
Starts out flexible, dynamic and inno- 
vative. There are few barriers, and 
communication flows easily. The 
young organization is responsive to its 
environment and learns new practices 
continually. 


5.21 Over time, however, an or- 
ganization develops a strong culture, 
and its practices tend to become static. 
If this happens, the organization be- 
comes self—absorbed and stops inter- 
acting with its environment. It no 


The Learning Organization 


longer reviews and challenges basic 
assumptions, even though the world 
outside is continually evolving. Such 
an organization will not survive in a 
changing world. 


5.22 The learning organization 
sees change as an opportunity to 
evolve. It is both proactive and respon- 
Sive to its milieu. It can live with and 
produce change. One manager in our 
study noted, “If you’re adaptable, you 
cancope. If you’renot, youcan’t. We 
are creating a culture of continuous 
organizational learning as a means of 
preparing ourselves for the future.” 


5.25 As part of its evolution, the 
learning organization is also able to 
“unlearn” or discard obsolete prac- 
tices. This process is often difficult 
because it means uprooting outdated 
assumptions and values that have be- 
come ingrained in the organizational 
culture. 


5.24 Even when people are willing 
to change, the process of unlearning 
and adjusting can be demanding and 
unsettling. 


Individual Team/Group 


 Thelearning 
organization sees 
«change asan’ 


“opportunity to. ~ 
“te evolve. ; 


Exhibit 5.3 


Progression in Learning 


Organization 


Embedding 
knowledge into 
practices and 
processes 


Understanding how 
to apply and use 
knowledge 


Awareness of new 
knowledge 
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aerree Mi . “The skills required for the old work __ result, the organization tends to be out 


changing are 
ongoing, ee 


Learning Plateaus 


Adapting to 
Change 


es were very different than those re- 


quired now.... You can do three things 
in this situation: reassign people, 
train them, or change them through 
attrition, appointment, or remo- 
val....We had to bring in new blood 
and do new functions. We did job 
enrichment and enlargement. Some 
people retired, others left because 
they were uncomfortable with the 
new approach, and others adapted to 
the new environment....Never un- 
derestimate people’s capacity to 
change.” 


5.25 Traditional management—of- 
change programs treat learning and 
changing as a project with a specific 
beginning and end. Such a project 
involves unfreezing the status quo, 
introducing a new one, and then freez- 
ing that new status quo. This project is 
typically designed by outsiders and 
then “implemented” within the organ- 
ization. The underlying aim is the 
transformation of the organization 
from one stable state to another. 


5.26 This approach is reactive and 
limited because it is often only a way of 
catching up with a changing environ- 
ment. Yet, when the organization gets 
there, “there” may be gone because the 
environment has changed again. As a 


Producing 
Change 


Thriving on 
Change 


of sync with reality. 


5.27 The learning organization 
views learning and changing as an 
ongoing process, a continuum with no 
specific beginning or end. It focusses 
more on the future than on the past. 
Instead of reacting to pressures, it seeks 
out emerging trends and anticipates 
conditions that are likely to occur in the 
future (see Exhibit 5.4). 


Learning through experimentation 


5.28 Experts in most fields have 
developed strategies for “trying things 
out” so that they don’t have to live with 
the consequences if the results are 
unsuccessful or catastrophic. Hy- 
draulic engineers build flow models of 
dams and canals to learn how best to 
design and construct real ones. Aero- 
nautical engineers test models of new 
aircraft in wind tunnels before starting 
commercial production. Software en- 
gineers do exhaustive product testing 
before putting their packages on the 
market. 


5.29 Managers, especially in tradi- 
tional bureaucracies, seem to be alone 
in having no generally accepted strat- 
egies for modelling and testing their 
ideas before putting them into practice. 
The accepted custom is to move from 
theory to full-scale implementation. 


5.30 In the learning organization, 
Managers gain experience without 
having to fear the consequences of their 
actions. They do this through scen- 
arios, pilot projects or simulations. 


5.31 In the scenario approach, 
various possible situations are dis- 
cussed, developed and documented. 
Participants play out “What will 
happen if we do X?” or “What will we 
do if Y happens?” scenarios. This 
allows managers to explore conse- 
quences in a playful mode, and to 
understand the various interrelation- 
ships. The process is a tool for “learn- 
ing from the future”. It is also a strong 
catalyst for binding a team together, 
because participants can discuss their 


mental models and assumptions and 
work towards a common understand- 
ing. 

“Built into the approach is a ‘what if’ 
approach to planning, an approach 
which emphasizes forward thinking. 
This is done by requiring managers 
to identify ‘contingencies’ and ‘effi- 
ciencies’.... Probably the most useful 
aspect of the plan was in its prepara- 
tion. The process of constructing it 
involved all the various managers. It 
forced everyone to focus on the de- 
tails of what they had to do, but it also 
required them to identify the interde- 
pendencies. Perhaps most crucially, 
the process reinforced the managers’ 
ownership of their respective tasks.” 
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This approach is based on the elec- 
tronic revolution that pervades our 
society. It allows us to act outa possible 
future without having to suffer the 
consequences. For example, pilots 
learn in flight simulators. It is comfort- 
ing for frequent flyers to know that 
pilots don’t learn to fly aircraft with a 
full load of passengers. 


5.34 Managers can use the power 
of this technology to construct and play 
out scenarios that could be costly or 
dangerous in real life, but are incon- 
sequential in electronic form. De- 
Signers and mathematicians use this 
technology as a matter of course. In 
sports, the use of video playback allows 


/ The aim is to. Sy 


the coach and team to analyze plays and 


create, in an 
improve performance. BS 


__ almost playful 


5.32 In the pilot project approach, a 
small group is offered the opportunity 5,35 
to operate under a new set of norms or 


The constellations of know- 


assumptions. For example, a central 
policy group may have operated under 
the assumption that unless regional 
operations are strictly controlled, they 
will perform poorly. This could be 
replaced by the idea that regions want 
to perform well and should be involved 
in policy development. Such a project 
would be judged primarily on what new 
insights are gained as a result of this 
alternative mode of operation. The 
overall aim of the pilot project would be 
to learn about better ways of perform- 
ing and of working together. 


“If you want to be a leader in policy, 
you have to be open to the groups that 
are affected by your policies. You 
have to be open to all kinds of ideas 
and you have to know where the state 
of the art is. Otherwise you become 
inward looking and _ self-centred 
and, in the end, irrelevant. The 
public service deserves the best po- 
licies we can develop. So it is our 
responsibility to know what works 
best and what doesn’t work. And 
sometimes we can only find out by 
trying — preferably on a small 
scale.” 


5.33 Simulation is a third approach 
to learning through experimentation. 


ledge available, along with new tech- 
nologies, are creating numerous 
opportunities for learning. For a var- 
iety of reasons, many organizations 
have not yet taken full advantage of 
these possibilities. 


Measuring progress in learning 


5.36 An important aspect of organ 
izational learning is the ability to 
measure its progress. In this study, we 
considered the possibility of research- 
ing the topic, but did not do so because 
of its complexity and time demands. 
We suggest, though, that traditional 
approaches tend to be inadequate for 
measuring the dynamic process of 
organizational learning. 


LYS An analogy will illustrate. An 
airliner uses less fuel in thin air than in 
dense air. It therefore climbs to high 
altitudes on long flights. During the 
climb, fuel consumption is very high, 
yet over the entire journey, it will be 
more efficient because the fuel saved at 
higher levels more than makes up for 
the cost of the climb. However, this 
improved performance will not be- 
come apparent until some time after the 
climb. An observer who measures fuel 
consumption only during a climb will 
be disappointed. If he is shortsighted, 
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he may criticize the practice. If he is 
powerful, he may even forbid it. 


5.38 Similarly with organizational 
learning. When an organization spends 
energy to learn and initiate change, 
performance may initially decline but 
should eventually rise above its orig- 
inal level. This phenomenon is well 
documented in manufacturing and pro- 
duction environments as the “learning 
curve’. It is less well documented in 
service sectors. The point is that there 
may be a considerable time lag be- 
tween initiating a specific learning 
process and realizing results in terms of 
changed performance. 


5.39 Until a change in perform- 
ance occurs, the gap between investing 
in learning and realizing the results 
represents a leap of faith. Because of 
this uncertainty, long-term improve- 
ment processes may be prematurely 
terminated. In contrast, projects that 
are failing may be pointlessly con- 
tinued. 


5.40 Until the organization devel- 
Ops appropriate methods for measuring 
progress in learning, managers would 
do well to continue measuring progress 
in results as a feedback mechanism for 
improving their practices. 


Where Learning Takes Place 


Learning in traditional 
organizations 


5.41 Traditional management and 
learning approaches in the public ser- 
vice are concerned more with prevent- 
ing errors than with innovation. The 
focus is on following the rules, avoid- 
ing risk, and observing detailed author- 
ity and control structures. 


“Before, the biggest concern was you 
didn’t have a typo in a document. It 
didn’t matter if you were doing 
anything.... There’s a lot more open- 
ness now to new ideas, to innovation, 
to trying new things, which was not 
the case before.” 


5.42 In bureaucracies, most learn- 
ing that deals with change and innova- 
tion occurs at the top and is passed 
down the line in the form of directives, 
instructions and standards of com- 
pliance. At the working levels, learn- 
ing is restricted to obeying directives 
and complying with standards. 


‘“We were very much into a command 
and hierarchical type of operation. 
We set the rules, and the operating 
people were expected to follow 
them.” 


5.43 In order to minimize costs and 
maximize gains, designers of organi- 
zations are prescribing duties that fa- 
cilitate finding and training workers. 
Managers are given power to direct, 
challenge, evaluate, reward or penalize 
employees. This centralization of 
power may help an organization to 
function, but it also creates anxieties 
and tensions that limit learning. 


5.44 Yet organizational learning 
occurs most naturally in autonomous 
groups of people who work together on 
common tasks, especially when “learn- 
ing champions” and the organizational 
culture encourage it. Clusters of com- 
mitted workers and managers often 
generate a high level of collective 
understanding and learning — but 
typically only when they are free from 
restrictive centralized power struc- 
tures. 


5.45 In a fast-changing environ- 
ment, traditional management ap- 
proaches are no longer adequate. 
Managers need a larger perspective 
that nurtures individual growth and 
creativity, which in turn can benefit the 
entire organization. 


Interaction within the organization 


5.46 To achieve and maintain a fit 
with a changing environment, the 
learning organization practices a con- 
tinuous and deliberate process of dia- 
loguing with, influencing, adapting to, 
and shaping its environment. 


“There has to be a fit between the 
environment and the management 


process. Our planning process is 
adapted to our particular set of 
circumstances, within the organi- 
zation and within the framework of 
the Canadian government, within 
the constraints and opportunities it 
presents, within the socio-economic 
context of Canada and the clients we 
have to serve.” 


5.47 A learning environment 
thrives on diversity. Each person 
contributes unique experience, culture 
and values to the organization. This 
important mix can be strengthened 
through the hiring process. Positions 
can be filled laterally, at all levels, 
through secondments with other de- 
partments and agencies or through 
internal rotational assignments. These 
methods allow the organization to 
make use of the talent and knowledge 
of people from a wide range of back- 
grounds. 


5.48 However, this diversity must 
be integrated into a corporate philos- 
ophy that enables the organization to 
make coherent strategies and future— 
oriented decisions. With this philos- 
ophy, its members develop and sustain 
a common understanding, both of one 
another’s ideas and of the external 
environment. 


“So it’s our responsibility to be on top 
of the literature and know where 
other countries are going, and where 
others are; what works and what 
doesn’t; how it impacts on depart- 
ments — the effects on service deliv- 
ery or whether programs will work 
for the client.” 


5.49 Employees learn and ex- 
change ideas in many ways — through 
individual networking, dialoguing, 
and sharing insights, especially within 
clusters of people that do similar work. 
Learning also takes place through for- 
mal training programs, conferences, 
research projects, developmental as- 
signments, studying the literature, and 
attending courses. The knowledge 
gained is assimilated by the entire 
organization. 
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“We found that it’s far better for 
everyone to interact and work to- 
gether. It’s not only easier, it’s more 
productive, you get more payback 
for the Crown.” 


Leadership in organizational 
learning 


5.50 While structures and systems 
must be aligned with learning, attitudes 
and practices must also change. In 
order for learning to succeed and 
flourish, one of the key elements is 
leadership. 


“All those things such as programs, 
techniques, and management ap- 
proaches are a piece of it. They will 
only function in an organization if 
you have a strong belief among the 
leaders of that organization, and you 
have key leaders sprinkled through- 
out, that really believe in that and 
constantly push for it. It’s like being 
converted to a religion. You might 
have all the right stuff to put together, 
but it will grow and continue, in a 
large organization, only if the chair- 
man is ‘so convinced’ that he uses 
every occasion to promote and rein- 
force his message.” 


5.51 Learning—oriented leaders or 
“learning champions” will create and 
nourish opportunities for learning. 
Leaders in the learning organization 
have the ability and drive to seek out 
new information and new ideas, to 
listen to criticism and dissenting views, 
and to help establish learning teams. 
They ensure that communication flows 
freely and that the momentum for 
change remains alive. 


“To be effective, we have to be 
leaders. To be leaders, we have to be 
up-to-date; have networks; have 
knowledge; have the right people. If 
you don’t have that combination, you 
quickly become out of date, irrel- 
evant, and it’s a downward spiral 
from there... People enjoy their work 
a lot now, in a learning organization, 
and because they enjoy their work, 
they produce better, and because 
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they produce better, the organiz- 
ation’s more effective.” 


5.52 The challenge of leadership is 
to meet the learning needs of the 
organization and those of its members. 
Leaders in the learning organization 


‘“‘We must be able to learn from the 
experience of others, i.e. industry. 
We’re not unique, even though gov- 
ernment is different. We could at 
least learn what their mistakes are... 
but we don’t seem to do that very 
much around here.” 


Leaders inthe know that learning is a continuous é ‘ 
5.55 In a learning partnership, both 


| learning ; process, that change takes time and that : oy, 
ses there are no quick-fix solutions. They partners contribute significantly to the 
organization know ~ encourage experimentation and reflec- development of products and services. 
ee watt . They work side by side to meet specific 
tion. Yet, not only leaders are respon- 
. that change takes : 7 needs. As a customer uses the product 


sible for learning. Ideally, all members 
of the organization should keep abreast 
of new developments in their field. 


or service, the organization learns 
further by observing the technical and 
social aspects of their application. 
Learning partnerships contribute to 
satisfaction and success for both 


“Organizations learn like babies. 


There are long periods during which 
you try to make them learn new 
things, and there seems to be no effect 
and no improvement at all. And just 
when you are ready to give up, 
suddenly they have learned the new 
thing and are doing it. Itis important 
to realize and remember this so that 
you don’t give up hope.” 


Learning as partnership 


SE “Mutual learning” occurs 
when organizations and customers 
learn from each other. The learning 
organization’s aim goes beyond sat- 
isfying customers’ expectations. Its 
aim is to make customers successful. 
This means that the organization thinks 
hard about how it should change — and 
how its customers might change — so 
that a creative and successful partner- 
ship can be established and maintained. 


“J don’t think twice about visiting 
industry because these visits are an 
important way of learning about 
client needs through observation and 
networking.” 


5.54 The relationship between an 
organization and its clients can be 
maintained in several ways. The 
organization can learn to adapt to 
changing customer expectations, or it 
can try to alter customers’ expecta- 
tions. A better way is to try and change 
both itself and its customers in a 
mutually beneficial way. 


partners. 


“Don’t be afraid to try things. Give 
up the apron strings on your own 
ideas. Tap the expertise of clients and 
others.” 


How Learning Takes Place 


5.56 An organization tends to use a 
specific approach to learning, depend- 
ing on its type of work and operational 
circumstances. Approaches to learn- 
ing range from straightforward mech- 
anical learning to the conceptual 
learning necessary to change para- 
digms. The mature learning organi- 
zation is able to use a variety of 
approaches, depending on the situ- 
ation. Yet this ideal may be elusive 
because organizations tend to “get 
stuck” in habitual, familiar, comfort- 
able approaches. 


5.57 Organizational learning is 
like a spectrum that has no naturally 
defined boundaries or divisions. In 
spectrums, like those of colour or 
music, names of certain areas or points 
are created for convenience. The 
colour spectrum in the rainbow, for 
example, is divided into red, orange, 
yellow, green, blue, indigo and violet. 
Yet many half-tones and shades exist 
that do not have names. 


Solving problems 


5.58 Problem solving is the learn- 
ing approach most commonly used in 


organizations. A group of experts, 
analysts or researchers defines prob- 
lems and challenges and designs 
procedures to correct them. The pro- 
cedures are documented in manuals 
and directives, and workers are trained 
to implement them. Periodically, a 
third group evaluates the results and 
reports back to the designers. In this 
way, organizations gradually improve 
their performance. 


5.59 This may also be called the 
“blueprint” approach. All necessary 
information is prescribed on a blueprint 
for workers to follow. Their com- 
pliance with the blueprint is monitored, 
and corrections to the blueprint can be 
made only by the designers. 


5.60 This type of learning is used in 
law enforcement agencies. Laws are 
made, and an agency enforces them, 
with individual officers carrying out 
their duties as legislated. They cannot 
change the law, no matter how much a 


SiR iy AE AR NTL TERE TR RT ERS BER AE LIRIAS OE IO TPO 
The Learning Organization 


such an organization, while workers 
and managers learn to report regularly 
to the centre, they also unwittingly 
learn to avoid risks and to cover up 
mistakes and failures. This un- 
consciously acquired mindset of ‘“‘no 
risks” and “no bad news” may govern 
their actions to the point that it affects 
the organization’s ability to perform 
intelligently. 


5.65 Another example of such a 
mindset is a service organization’s 
assumption that it knows what is best 
for customers and therefore doesn’t 
need their feedback or participation in 
the planning of customer services. 


5.66 Paradigms are usually fol- 
lowed as a matter of course. Most 
organizations do not examine them and 
often are not even aware of them. For 
instance, an organization “retires” 
people at a certain age, even though 
they may be eager and able to continue 
working. In doing so, it may lose some 


specific situation may call for change. of its most valuable skills and 

knowledge. 
5.61 The automatic pilot on an ee 
aircraft operates on the same principle. 5.67 As a result, an organization ~~ Learning to 4 


may feel current and confident, when it 
is in fact following a path to obsol- 


Until the settings are changed, the 


"change paradigms > i 
aircraft follows the course set by the i 2 


pilot, no matter what conditions occur.  escence. Yet because it is unaware of - Problem ae A 
; this, it is unable to change it. Making ~ solving Forming . 

Forming paradigms paradigms visible and accessible to ae : 
! , review, discussion and change is a 

5.62 Consciously or unconscious- —_ another core process of organizational 


ly, every organization adopts a set of 
tacit assumptions and patterns of 
thought. We refer to such sets of ideas 
as paradigms, mindsets or mental 
models. 


5.63 Some organizations adopt 
paradigms consciously and rarely 
change them. One example is religious 
organizations, which are admired by 
many for being rocks of stability in a 
chaotic world, but criticized by others 
for being out of touch with current 
thinking. 


5.64 An example of unconscious 
adoption of a paradigm occurs in an 
organization where “messengers of 
bad news” are shot down by the boss. In 


learning. 
Changing paradigms 


5.68 | How can an organization 
break the habit of not examining its 
paradigms? How can it become aware 
of them? And how can it make its 
mental models accessible to examin- 
ation and change? 


5.69 Answering these questions 
exhaustively is beyond the scope of this 
chapter. We simply point out some of 
the main steps. We do so with particular 
reference to the management teams, 
which are ultimately responsible for 
setting strategy and policy in organi- 
zations. 
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5.70 The first part of the process is 
for those in the management group to 
consciously examine their own indi- 
vidual beliefs by looking at the deci- 
sions they have made in the past and the 
practices they support today. What are 
their underlying assumptions about the 
organization and its environment? 


Sur The second part is to deliber- 
ately engage in scenarios, or “What if 
...?” exercises, to generate possible 
alternatives. The aim is to create, in an 
almost playful mode, options for differ- 
ent futures. 


Re P The third part of the process is 
to choose the most appropriate new 
approach. A note of caution is in order 
here. The old view no doubt survived as 
long as it did because it was acceptable 
and comfortable to many people. Few 
new approaches have that advantage. 
The management group must therefore 
take great care to explain the organi- 
zation’s new direction and guide all its 
members through the paradigm evol- 
ution. 


“You must think about all aspects of 
change from the very beginning. 
Understand that what you are doing 
can have profound effects on organ- 
izational values, philosophies and 
behaviours.” 


5.73 The next part of the process is 
to act on the new paradigm. This means 
changing not only the strategies, struc- 
tures and systems, but also assumptions 
and behaviours, so that they support 
and are supported by the new approach. 
This too will require leadership and 
persistence. 


5.74 The final part of the learning 
process is twofold. It is the incorpor- 
ation of the new or expanded paradigm 
into the fabric of ongoing organi- 
zational life. It is also the realization 
that even this new mental model is 
subject to examination as change goes 
on. 


5/5 One example of paradigm 
evolution within the public service is 


the shift in control over departmental 
funding. Until recently, the govern- 
ment focussed on the number of 
person-years; now it focusses on the 
number of dollars. The new paradigm 
encourages departments to determine 
for themselves what level and number 
of people they need to carry out their 
mandate, within an overall operating 
budget. 


5.76 Another example of para- 
digm evolution is the introduction of 
flexible hours. At one time, all em- 
ployees in a department worked from 
“9 to 5”. Now, many people can arrange 
their workday according to the work- 
load and their personal needs. 


Sond, Expanding this paradigm 
further is the practice of “tele—work”’. 
Traditionally, employees had to work 
on site. Now, instead of employees 
coming to work, work can come to the 
employees: Many people can do their 
job at home. 


5.78 Still another example of para- 
digm evolution is revenue collection. In 
earlier days, Canadian customs officers 
were paid a percentage of the amount of 
customs duties they extracted from 
people. The underlying assumption was 
that this would “maximize” the amount 
of revenue collected. Organizational 
norms changed over time, and today the 
objective of the revenue-collecting de- 
partments is to collect the “correct” 
amount of revenue. 


5.79 Such a paradigm could evolve 
even further. Instead of seeing itself as 
simply a tax collector and enforcer, a 
revenue department might see itself as 
a partner in pursuing success for both 
itself and taxpayers. For example, the 
department might say to a private 
sector corporation: “Of all the profit 
you make, we take 30 percent; the more 
you make, the more we take. It is 
therefore in the government’s interest 
to see that you become increasingly 
successful. Instead of focussing on our 
internal efficiency in processing your 
tax returns, we will focus on helping 
reduce your costs in preparing them. 
Rather than spending a million dollars 


on electronic scanners to read forms, 
we will use that money to find ways to 
eliminate forms entirely so that you can 
report to us electronically.” 


5.80 Examining and modifying 
mental models is more than a one-time 
adjustment. Organizations need to 
realize that it is an ongoing process. 


Suggestions for the 
Public Service 


5.81 The purpose of our study was 
to explore the topic of organizational 
learning. In this final section we offer 
suggestions for the public service. We 
hope to encourage wide discussion and 
action. 


5.82 Notall of these actions need to 
be formal. Encouragement and support 
for teams at all levels to learn new ways 
of achieving their goals can go a long 
way toward fostering a learning cul- 
ture. Learning teams could become 
antibodies to bureaucratic inertia. This 
would be entirely within the spirit of 
Public Service 2000, which this Office 
fully supports. 


The function of norms, standards 
and rules 


5.83 Every society and organi- 
zation has rules that liberate its 
members from uncertainty and con- 
fusion; they provide a framework of 
consistent, predictable conditions that 
allow us to live together with confi- 
dence. Rules of the road are an 
example. We all agree that we keep to 
one side of the road, that red means stop 
and green means go. We also know that 
these rules apply to everyone at all 
times, which makes it possible to travel 
even congested roads in relative safety. 
Similarly, air traffic controls provide 
peace of mind and safety to millions of 
travellers. Accidents still happen, but 
the situation would be chaotic without 
the rules. 


5.84 Rules and routines, however, 
are counterproductive when they are 
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enforced inappropriately or when they 
are followed for their own sake. Our 
study indicates that rules work best 
when they are understood and seen as 
worthwhile and when they are part of a 
learning cycle of periodic review and 
modification. 


5.85 Learning organizations can 
develop and exist even in bureaucratic 
environments. They do so by reconcil- 
ing the need for rules and compliance to 
the need for continuous learning and 
innovation. 


“We need a balance between individ- 
ual liberty and an overly imposed 
system. We have to empower, cut 
restrictions. As a manager you have 
to have confidence in the people who 
work for you ... you have to know 
your people and their track record... 
you have to trust them until they 
demonstrate otherwise.” 


Partnership with customers 


5.86 | Government organizations 
Carry out two very broad functions. 
They provide products and services to 
customers and they seek compliance 
with rules and regulations. These two 
functions co-exist and are integral to 
the management of the nation’s affairs. 


5.87 Some government activities, 
such as health services and income 
support, are readily accepted and 
eagerly awaited, while others, such as 
revenue collection and the various 
inspection services, may be resented or 
even resisted. 


5.88 If the public service is to 
become a learning organization, it must 
see itself as an interactive partnership 
with its customers. The aim of this 
learning partnership is to collectively 
achieve results that are valued by 
society. 


5.89 This means that organizations 
need to give much thought to defining 
who their customers are. It also means 
that organizations continually need to 
learn not only about the products and 
services they produce, but also about 
the ways in which customers accept, 


_ Encouragement 
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use and comply with them for the 
benefit of society. 


5.90 This in turn requires that 
public service organizations develop 
and deliver both their services and their 
regulations in a way that leads to 
maximum acceptance and use and 
voluntary compliance by customers. 
We consider that engaging in such 
learning partnerships with customers 
isa core process of organizational 
learning. 


Fostering a culture of learning 


5.91 We mentioned earlier that 
organizations are regularly engaged in 
some mode of learning. Most have 
formal training programs, many have 
research and development activities, 
and some periodically scan their envi- 
ronment for changes and new develop- 
ments. Quite often, these activities are 
distinct from day-to-day operations, 
and the knowledge gained is not dis- 
seminated throughout the organiz- 
ation. The result can be a patchwork of 
individuals with advanced knowledge 
who are cut off from each other and 
from the main body of the organization. 


5.92 The learning organization 
tries to bring everyone up to the same 
knowledge level and to encourage 
further learning both individually and 
in teams. Teams would be seen as 
“communities of practice” that learn 
both formally and informally and serve 
as building blocks of the learning 
culture. Embedded in this approach is 
the recognition that learning is the 
bridge between work and innovation. 


5.93 Our study indicates that the 
learning organization develops the ca- 
pacity to carry out three processes that 
form the core of organizational learn- 
ing. These processes are: 


e strongly encouraging and support- 
ing individual learning, and then 
embedding the results of that indi- 
vidual learning into the culture and 
practices of the organization; 


e reviewing and modifying the or- 
ganization’s basic assumptions and 
mental models to ensure a continu- 
ing fit with a changing environ- 
ment; 


e engaging in learning partnerships 
with customers to produce results 
that are valued by society. 


5.94 The process of engaging in 
learning partnerships with customers 
should drive and guide most of the other 
learning activities, because it is most 
closely linked to the organization’s 
raison d’étre. 


5.95 In discussing to what extent 
we should make suggestions in this 
chapter, we were torn between two 
views. Some advisors warned against 
making any suggestions, because they 
might be used like a checklist or a 
recipe. Others argued that the study 
yielded such rich insights that it would 
be a shame not to include specific 
instructions for managers. 


5.96 We followed a third option. 
We compiled the following list of 
questions for managers. Through the 
process of looking for, finding and 
applying answers within their organi- 
zation, managers can begin building a 
learning culture. 


e Has the organization articulated an 
overall purpose? Do its members 
understand it? Are they committed 
to it? Is there provision to re- 
examine it periodically in light of 
changing circumstances? 


e Does the organization have a 
framework of values and operating 
principles that must be observed, 
but within which members are 
encouraged to learn and to find 
innovative ways of improving per- 
formance? 


e Doall members of the organization 
feel that their work is valued and 
that they contribute to the creation 
of the organization’s products, sat- 
isfy customers’ needs and add to the 
well-being of society? 


Does the organization see change as 
an opportunity to be welcomed, 
instead of a threat to be resisted? 


Is the organization aware that men- 
tal models are often acquired and 
held unconsciously yet govern the 
organization’s strategies and ac- 
tions? 


Does the organization regularly 
examine and challenge its mental 
models of reality to ensure that they 
fit with reality itself? 


Are people at all levels of the 
organization encouraged to learn, 
to acquire new skills, to experi- 
ment, participate in pilot projects 
and make suggestions for innova- 
tion? 


Are the results of individual learn- 
ing being distributed throughout 
the organization? Are they being 
embedded in the practices and 
processes of the organization as a 
whole? 


Does the organization use both 
success and failure as sources of 
learning that will lead to future 
improvement? 


Is the organization receptive to a 
diversity of views and new ideas 
from both within and outside the 
organization? 


Does the organization seek to dis- 
cover and deal with the causes of 
problems, rather than simply ad- 
dressing their symptoms? Is it 
aware that problems may be caused 
by several interrelated factors? 


Is the organization periodically re- 
assessing who its customers are and 
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how it can sustain a productive 
learning partnership with them? 


e Does the organization understand 
that organizational learning is a 
continuous process rather than a 
one-time transformation? 


In conclusion 


5.97 __ Learning in a traditional sys- 
tem typically takes place through ana- 
lyzing and planning, and_ then 
controlling compliance with the plan. 


5.98 The learning organization can 
still operate in a traditional way, when 
appropriate, but it is particularly 
skilled and able to learn effectively 
from its own actions in real situations 
and from learning structures such as 
simulations and experiments. To retain 
flexibility, it does not always plan 
every last detail before action and 
implementation begin. 


5.99 The learning organization is 
able to reach beyond formal analysis to 
make use of insights and tacit learning. 
This includes the ability to know things 
without being able to fully explain their 
theoretical underpinnings. 


5.100 An organization, like life it- 
self, is subject to cycles: centralization 
is followed by decentralization, prod- 
uct focus by customer focus, hierarchi- 
cal structure by flat structure. Yet the 
learning organization does not just 
circle around, go back to the beginning 
and make the same mistakes again. It 
takes its understanding to ever higher 
levels, with learning as the heart of its 
system. Instead of simply repeating 
cycles, the learning organization prog- 
resses in an upward spiral, a spiral of 
continuous learning and innovation. 


innovation. 
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Departmental Reporting 


Assistant Auditor General: Ronald Thompson 
Responsible Auditor: Jeff Greenberg 


Main Points 


6.1 In the early 1980s, the government reformed the Estimates and introduced a new package 
of information for Parliament on departmental spending: Part III of the Estimates. This change led 
to considerable improvement in reporting, but, as was generally agreed, it was limited to annual 
spending. 


6.2 Yet the business of government is complex and the instruments it uses are varied, only some 
of which are reflected through annual spending. Parliament should expect and receive a regular 
accounting on the exercise of the entire business of government: in a phrase, global stewardship. 
The Part IIIs should change to meet this proposed global stewardship paradigm, and they should be 
produced and reported on a cycle that could vary among departments. 


6.3 Both parliamentary committees and government departments would be better served by 
these cyclical, in-depth reviews of departmental “global stewardship” within the current system of 
annual parliamentary approval of the Estimates. 


6.4 While this method of reporting would mean more and better information, it need not mean 
more printed text. Existing technology provides an emerging opportunity to produce shorter, 
stewardship—based printed Part IIIs with additional information stored in electronic libraries. This 
additional information would be updated at least annually and made available on request, 
electronically and in printed form. 


6.5 Accounting for “global stewardship” does not end with a better Part III. Ministers’ 
speeches, answers to questions in Parliament, testimonies before committees by ministers and 
officials are all occasions to satisfy the need for disclosure by government. The quality of reporting 
should be a preoccupation of the mind, in living up to the ideals of responsible government. 
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Background: The 
Institutional Setting 


Parliament, confidence and the 
Estimates 


6.6 Since Confederation, Parlia- 
ment has fulfilled its annual obligation 
of dealing with the government’s re- 
quest for authority to spend money in 
the next fiscal year. In doing so, 
Parliament has followed the well-— 
established tradition that it does not 
govern; governing is the executive’s 
responsibility. Parliament’s duty is to 
satisfy itself on behalf of the Canadian 
public that the Crown’s ministry is 
competent and has the full confidence 
of the House of Commons. 


6.7 There are a number of means 
that parliamentarians use in the House 
to fulfil this duty. For the Opposition 
and Government backbencher, they 
include such things as oral and written 
questions, statements, debate and mo- 
tions. In response, the Government 
tries to maintain confidence through a 
variety of reporting vehicles including 
the tabling of reports, speeches, 
answers to questions, and testimony 
before committees. In addition, it tries 
to manage the parliamentary agenda by 
using such means as closure, time 
allocation, and control over the raising 
of revenues through taxation (the Busi- 
ness of Ways and Means) and the 
spending of money (the Business of 


Supply). 


6.8 A necessary procedure of the 
Business of Supply is the tabling of the 
Estimates (called votes). This pro- 
cedure sets in motion the opportunity 
for Parliament to examine detailed 
transactions or activities as a means for 
considering the competency of the 
executive. The related vehicle for 
voicing parliamentary displeasure at 
this time is amotion to reduce or reject a 
vote in the Estimates. The Government 
responds to such motions as criticism of 
its competency, and naturally opposes 
them. On the rare occasions when such 
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motions prevail, they almost inevitably 
end in the dissolution of Parliament and 
an election. 


6.9 The tabling of the Estimates, 
and the measure of their usefulness, are 
set against this procedure that has stood 
the test of time since the early days of 
Confederation. 


Reform of the Estimates 


6.10 Since the first Estimates were 
tabled in 1867, there have been three 
changes to their form and content: in 


‘1938, 1970 and 1981. The last reform 


took place after a review of financial 
management and accountability by the 
House of Commons Standing Commit- 
tee on Public Accounts, the Office of 
the Auditor General and the Royal 
Commission on Financial Manage- 
ment and Accountability (the Lambert 
Commission). The newly created Of- 
fice of the Comptroller General was 
given the task of responding to the 
recommendations. 


6.11 Both the Lambert Commis- 
sion and this Office recommended in 
1979 that financial accountability 
would be better served if the govern- 
ment would report its spending plans in 
the spring with the Estimates, and on 
past performance in the autumn. The 
expectation was that this autumn report 
would eliminate the need for most 
departmental annual reports and de- 
partmental information in the Public 
Accounts, by amalgamating the best of 
both and eliminating the rest. 


Part II of the Estimates and 
accountability 


6.12 In response, the government 
of the day proposed that Parliament and 
government would be better served by 
limiting reform to the Estimates. This 
led to the creation of a new three-part 
Estimates report. Part I would be the 
expenditure plan for the entire govern- 
ment while Part II, the Main Estimates, 
would support the annual spending 
legislation, the Appropriation Bill. 
Part III of the Estimates, also called the 
departmental expenditure plans, 


Parliament does not 
govern; governing is the 
executive’s responsibility. 


A necessary procedure of 
the Business of Supply is 


the tabling of the 
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procedure sets in motion 
the opportunity for 
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executive. 
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The government 
sometimes engages in 
activities that are not well 
reflected in the annual 
spending process, or that 
are organized in a way 
inconsistent with the 
Estimates structure. 
When that happens, a 
gap is created in that the 
Part Ills do not represent 
the complete 
accountability document. 
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would contain forward-looking in- 
formation on expenditures as well as 
information on past performance. The 
government’s reasons for limiting the 
reform to the Estimates were accepted 
as reasonable by members of the Public 
Accounts Committee and _ other 
Members of Parliament. The reform 
project also had the full support of the 
Office of the Auditor General. 


6.13 In hindsight, this decision 
may well be one reason for frustration 
about the Part IIs both in Parliament 
and in government. The Part IIIs are 
Estimates documents that report on 
spending plans and on results against 
previous plans. They are designed to be 
completely consistent with the struc- 
ture and content of Part II of the 
Estimates and the associated Appropri- 
ation Bill. With the exception of 
adequate performance information, 
they have come a long way in meeting 
the information needs about annual 
spending they were intended to cover. 
In a sense they have become the most 
established vehicle for departmental 
reporting to Parliament. 


6.14 But governments sometimes 
engage in activities that are not well 
reflected in the annual spending pro- 
cess, or that are organized in a way 
inconsistent with the Estimates struc- 
ture. When that happens, a gap is 
created in that the Part IIIs do not 
represent the complete accountability 
document. 


Reporting on 
Stewardship: The Full 
Range of Departmental 
Activities 


Government’s business is complex 


6.15 Government is in the complex 
business of serving the public interest 
and, in so doing, managing its substan- 
tial resources judiciously. The instru- 
ments it uses to achieve this mission are 
varied. Parliament has aright to expect 


and receive a regular accounting on the 
exercise of all these responsibilities. 
Annual reporting that focusses on com- 
pliance with spending authority does 
not reflect these broader duties and 
obligations to preserve, maintain, and 
foster the government enterprise: ina 
phrase, “global stewardship”. 


Since Confederation, the 
relationship between Parliament 
and government has changed 


6.16 For the first 70 years after 
Confederation, government steward- 
ship responsibilities were relatively 
simple and modest, and reasonably 
well reflected in the annual appropri- 
ation of money. World War II and its 
aftermath changed Canada into a mod- 
ern state. It also changed the way 
government operated, and changed the 
old relationship between government 
and Parliament. 


6.17 On the spending side, new 
economic and social programs sprang 
up that involved substantial transfers to 
provinces and individuals, including 
programs for health, education, fiscal 
equalization, pensions and child sup- 
port. These were permanent programs 
requiring continuity in funding. To run 
them, Parliament gave government 
continuing authority to draw funds 
from the Consolidated Revenue Fund 
without the need for annual parliamen- 
tary approval. 


6.18 From 1962 to 1991, these 
statutory programs grew from 
$3.1 billion to $93.0 billion, or from 
46 to 66 percent of total expenditures. 


6.19 Also on the spending side, the 
government occasionally relies on the 
private sector to help carry out its 
mission. For many years the govern- 
ment, through loan guarantees, has 
encouraged the private sector to under- 
take, or to provide financial assistance 
to, projects considered to be in the 
public interest. The rationale for this 
kind of government backing is that, 
without it, the private sector might 
otherwise not make the investment. 
For example, in the 1960s loan guaran- 


tees to students under the Canada 
Student Loans Program began to ex- 
pand, and they continue today. More 
recently, much of the federal govern- 
ment support for energy megaprojects 
like Hibernia and the NewGrade Up- 
grader has been through loan guaran- 
tees. Last year these potential 
liabilities, excluding events such as 
native land claims, amounted to about 
$8 billion. 


6.20 There are also illustrations on 
the revenue side that demonstrate the 
pervasiveness of the government’s use 
of instruments that fall outside the 
regular annual appropriation process. 
Vote netting, for example, allows de- 
partments to reduce their gross ex- 
penditure requests to Parliament by 
using the revenues they collect to offset 
spending. 


6.21 On a much larger scale, tax 
expenditures — which include deduc- 
tions, exemptions, credits, reduced 
rates, or deferrals — are a way of using 
the tax system as an instrument or set of 
instruments to pursue economic and 
social purposes. When we looked at 
this in 1986 we estimated, based on the 
1985 Department of Finance Account 
of Selective Tax Measures, that tax 
expenditures amounted to $28 billion 
annually, the equivalent of more than a 
quarter of the value of expenditures for 
that year. 


6.22 The growing use by modern 
government of a variety of instruments 
to get the job done is shown in other 
ways. The resources under the protec- 
tion of the federal government are vast. 
The Canadian public, through Parlia- 
ment, expects the government to act 
responsibly in its stewardship over both 
physical assets and liabilities, which 
range from buildings and ships to the 
preservation of historic sites, from 
protection of employee pensions to 
protection of the environment. One of 
the most visible instruments the gov- 
ernment uses are regulatory programs 
which influence public behaviour 
through government actions ranging 
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from education to persuasion, to en- 
forcement. Regulation over the envi- 
ronment, and the implementation of 
the government’s environment strat- 
egy, show how significant the govern- 
ment’s influence can be without 
involving substantial increases in ex- 
penditures. 


6.23 These wide-ranging _ re- 
sponsibilities are far more pervasive 
and complex than could ever be cap- 
tured in the Estimates process, or 
reflected in conventional financial 
statements. In an age of scarce public 
resources and growing debt, seeking 
ways to see that things get done by or 
through others, rather than spending 
money to do them, becomes increas- 
ingly important. 


6.24 This does not diminish the 
need to provide information for the 
Estimates and to report results against 
plans; it does mean that there is still 
considerable room to disclose the en- 
tire business of individual departments 
and agencies — in other words, “global 
stewardship”. 


Our View of Adequate 
Departmental Reporting 


6.25 In our view there are three 
categories of interrelated information 
that require full disclosure and that are 
vital for maintaining the confidence of 
Parliament: stewardship information, 
financial information, and operational 
information (see Exhibit 6.1). 


Stewardship information 
comprises information on the 
broader duties and obligations to 
preserve, maintain, and foster the 
government enterprise, seen from 
a macro perspective 


6.26 Stewardship information 
would include a description of the 
organization’s mission, its major lines 
of business, the way it is structured, the 
instruments it uses, its strategic targets 
and objectives for achieving the 
mission, and performance information 


In an age of scarce public 
resources and growing 
debt, seeking ways to see 
that things get done by or 
through others, rather 
than spending money to 
do them, becomes 
increasingly important. 
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Reporting on stewardship 
by senior management of 
an organization means 
articulating its mission in 


a manner that enables it — 


to determine its success. 
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showing to what extent these objec- 
tives have been met. It should also 
include recognition of the depart- 
mental responsibilities for managing 
significant public resources under its 
control. 


6.27 Reporting on stewardship by 
senior management of an organization 
means articulating its mission in a 
manner that enables it to determine its 
success. Clarifying the mission can be 
the single most important planning task 
for management because it allows it to 
focus on the purpose of the organiz- 
ation, to call attention to what it 
believes is important, and to set 
measurable goals toward achieving 
that purpose. It cannot be seen simply 
as a collection of every program, 
activity and sub—activity of the organ- 
ization. 


6.28 If done well, it can and should 
form the basis for a relatively brief 
stewardship report that focusses on 
strategic and macro-level informa- 
tion. Detailed supportive information, 
described below, has to be available 
and easily accessible but need not be 
printed with the stewardship report. 


Financial information would 
reflect all a department’s financial 
activities, even those that do not 
require parliamentary spending 
authority 


6.29 We have already indicated 
that it is common today for the govern- 
ment to use a variety of instruments and 
financial resources to see that things get 
done. Apart from obtaining Parlia- 
ment’s approval for their administra- 
tive costs, much of the financing to see 
that these activities get done takes 
place with private sector support. Loan 
guarantees and regulation such as envi- 
ronmental protection are just some 
examples. 


6.30 In addition, when the govern- 
ment purchases physical assets like 
ships and buildings, it does not recog- 
nize them as assets; it simply pays for 
them and treats their purchase as an 


expense, like office supplies. In a 
sense, the government’s view is “a 
dollar is a dollar is a dollar.” There is no 
recognition that some spending creates 
assets that continue to be used in 
succeeding years, if properly main- 
tained. If these expenditures on capital 
are not recognized as physical assets, 
we run the risk of ignoring or delaying 
the need to maintain them; in other 
words, out of sight, out of mind. 


6.31 We believe that departmental 
financial information for Parliament 
must reflect all the financial resources 
and instruments employed by a depart- 
ment, whether or not they involve 
annual spending. 


6.32 To a large extent, stewardship 
information and financial information 
overlap. We should expect this because 
financial information is related to the 
business of the organization. 


6.33 We should also expect to find 
that reported financial information re- 
flects the way Parliament authorized 
the expenditures. This may create a 
dilemma when the lines of business 
differ from the structure in the Esti- 
mates. In such cases financial report- 
ing should reflect both; there should 
always be an accounting for the cost of 
carrying out the lines of business at the 
macro level. But there should also be a 
cross—walk relating these costs to the 
Estimates. 


Operational information would 
include more detailed information 
in a variety of areas 


6.34 Operational information 
would clearly be linked to the financial 
category and, like financial informa- 
tion, would flow out of stewardship 
information. 


6.35 It would include information 
on the business of the organization; 
administrative issues that are particu- 
larly significant to MPs; human re- 
source management issues; and cost 
comparisons over time. In addition, it 
would include information on evalu- 
ation studies that contribute to the 


economy, efficiency and effectiveness 
of the organization. 


6.36 It would also include specific 
information Parliament has called for 
in, for example, legally required annual 
reports. This would be consistent with 
the amendments to the Financial Ad- 
ministration Act and announcements in 
the February 1992 Budget, whereby 
departments could move to eliminate 
these required annual reports and to 
incorporate the information in the Esti- 
mates or the Public Accounts. The key 
is that the information continue to be 
collected on a timely basis. 


6.37 It is important to continue the 
timely update of this operational in- 
formation, whether it is published sep- 
arately, incorporated into another 
report, or simply made available on 
demand. 


6.38 In essence, operational in- 
formation refers to regular information 
that would help departments display 
their competence in managing the 
department’s business. We are not 
suggesting that new information sys- 
tems would be required, nor are we 
calling for a replication of management 
information. Operational information 
for Parliament should flow directly 
from current management informa- 
tion, but in the same way that reports are 
prepared for Parliament today, it may 
have to be massaged and summarized. 
We have already stated that managing 
is the business of the executive, not 
Parliament. Parliament’s role is to be 
satisfied that the executive maintains 
the confidence of the House of Com- 
mons, and to influence the action of the 
executive through examination, ques- 
tioning, and criticism. 


Information for Parliament should 
answer four questions 


6.39 As we developed this frame- 
work of information for Parliament, we 
also considered whether enforcing ad- 
herence to it would require a detailed 
set of rules and instructions. We 
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concluded that there is a need for a 
balance between some control at the 
centre and delegation of responsibility 
to those entrusted with stewardship. In 
striking this balance, we believe that 
global stewardship reporting would be 
well served if the following four ques- 
tions were answered: 


e What are the department’s mission 
and lines of business? 


e How does the department carry out 
its lines of business to achieve its 
mission? 


e What are the department’s strategic 
objectives for realizing its mission, 
and plans for managing the signifi- 
cant public resources under its 
control? 


e How did the department do in 
meeting its objectives, and how 
much did it cost? 


Criteria for information for 
Parliament 


6.40 Information for Parliament 
ought to meet three overall criteria — 
relevancy, reliability and understand- 
ability. To be relevant, the information 
should be meaningful, complete, and 
timely, and answer our four questions. 
To be reliable, the claims made should 
be consistent from one information 
source to another and over time, and 
able to stand the rigor of validation. 
And to be understandable, anyone not 
versed in the language of the public 
servant or in the details of the depart- 
ment’s organization should be able to 
comprehend the information. See 
Exhibit 6.2 for a graphical representa- 
tion of this reporting framework. 


There are limits to the amount of 
information that can be absorbed 


6.41 Parliament is a busy place and 
even the most diligent reader cannot 
possibly absorb the amount of material 
its Members currently receive. We also 
recognize that MPs have varying 
needs: some want a simple, high-level 
overview of a department; others who 
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We believe that it is 
possible to make 
information better, to 
make more of it available 
and to make it less 
burdensome than the 
current proliferation of 


paper. 
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might have a deep interest in a depart- 
ment want to know considerably more 
about its business; others may simply 
want enough to inform their constitu- 
ents, for example through their “house- 
holder’ magazines. The challenge is to 
package information in a way that 
satisfies all parliamentary users. 


6.42 Ten years ago, when the last 
reform of the Estimates took place, 
user-friendly information technology 
was in its infancy. Today, there are 
many such technologies available that 
can access more information and that 
take into consideration the tremendous 
range of user skills with computers. We 
believe that it is possible to make 
information better, to make more of it 
available and to make it less burden- 
some than the current proliferation of 


paper. 


6.43 The financial and operational 
information we have described could 
be made available in printed form as 
well as through a variety of electronic 
media, ranging from on-line interac- 
tive databases to self—contained elec- 
tronic libraries. At present, a popular 
method of managing large amounts of 
information is CD-ROM, atechnology 
where one computer compact disc 
holds more information than 10 of our 
annual Reports, in both official lan- 


Credible 


Relevant Understandable 


How does the department carry out 
its lines of business to achieve its 
mission? 


What are the department's strategic 
objectives for realizing its mission, 
and plans for managing the 
significant public resources under its 
control? 


How did the department do in 
meeting its objectives, and how 
much did it cost? 
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guages. We recognize that, in the very 
near future, this electronic library ap- 
proach may be supplanted by on-line 
databases. Our concern is that we must 
start now, in the most user-friendly 
way, but remain sufficiently flexible to 
accommodate changing technology. 


6.44 Moving this way would nat- 
urally lead to some additional costs, in 
both the technology and the gathering 
of information. On the information 
side, virtually all text information pro- 
duced today is already in electronic 
form on computer. Making selected 
information available through elec- 
tronic libraries means deciding what 
information is important, cataloguing 
it properly, meeting common standards 
of compatibility and ensuring that 
access to this information is user— 
friendly. However, we recognize that 
there are costs to collecting informa- 
tion and that these costs must be 
weighed against the benefits of provid- 
ing it. For information that manage- 
mentrequires, the cost of providing it to 
Parliament is incidental. But some- 
times the information needs of man- 
agement and Parliament are not 
synonymous. When this occurs, the 
associated benefits and costs must be 
assessed by both users and suppliers 
before proceeding. 


6.45 But even with additional 
costs, there really is no choice. The 
proliferation of information is such that 
it is no longer feasible to print all 
available information, nor is it possible 
to ferret through written texts for 
selective information without new 
search technology. And finally, the 
next generation of users, including 
MPs, will increasingly expect informa- 
tion to be available electronically. In 
our view, there is no choice but to 
proceed in this direction today. 


How Current Reporting 
Measures Up 


6.46 We have so far described the 
concept of “global stewardship” and 
the related information we think would 


be appropriate for Parliament. In this 
section, we summarize our assessment 
of current reporting against our view of 
appropriate information for Parlia- 
ment. Those readers wishing to see the 
detailed findings can read them in the 
Annex to this chapter (paragraph 6.91). 


6.47 We explored the extent to 
which a selected group of departments 
were providing information of suffi- 
cient breadth to describe their steward- 
ship responsibilities. We used as our 
framework the matrix of four questions 
and three criteria shown in Exhibit 6.2. 


Departmental information is not 
broad enough 


6.48 Current departmental report- 
ing does not provide the breadth of 
information needed to convey the glo- 
bal stewardship duties and obligations 
of departments. This means that when 
departments engage in activities or use 
instruments that are not reflected in 
spending for the coming year, they 
often do not report these in the Part IIIs. 
Examples include new loan guarantees 
for megaprojects like Hibernia, com- 
mitments to development banks for 
assistance to developing countries, and 
new programs delivered through 
changes in the tax system rather than 
through expenditure. 


6.49 We also found that the way 
departments manage and carry out 
their business is not always consistent 
with the way they report in the Part IIIs. 
The Department of National Defence is 
an example of a department whose 
framework for reporting to Parliament 
is different from its internal manage- 
ment framework. This should not be 
construed as a criticism as such, even 
though such a practice may lead to 
difficulty in understanding a depart- 
ment’s business. 


6.50 When the business of govern- 
ment was relatively simple and the 
day-to-day spending of money re- 
flected its business, reporting on ex- 
penditure captured the essence of 
“global stewardship”. But government 
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business has changed, and for years, 
even before the recent growth in debt, 
government has relied on a varied set of 
instruments to carry out its business. 
Reporting has not kept pace with these 
complexities. And today, with govern- 
ment looking for ways to curtail spend- 
ing, but continuing to see that its 
business gets done by making greater 
use of other instruments, we are con- 
cerned that its disclosure against 
spending alone will miss the mark even 
more than it has in the past. 


6.51 In fairness to the departments, 
the reporting practices, particularly in 
the Part IIIs, are generally consistent 
with policies and guidelines estab- 
lished for them. The one exception is 
the previously reported weakness in 
reporting results, performance and ef- 
fectiveness. 


6.52 In summary, through our 
assessment we found that, while in- 
formation on annual spending is well 
covered, there is considerable room for 
more openness by management about 
its global stewardship role. However, 
there are some real constraints to this. 
The next section describes some of 
them. 


Constraints to Better 
Reporting 


6.53 As part of the work for this 
chapter we consulted both users and 
suppliers of information. On the user 
side, we met with the Public Accounts 
Committee and the Liaison Committee 
of the House of Commons. We also met 
with individual parliamentarians. On 
the suppliers’ side, we held individual 
and roundtable discussions with senior 
public servants. The common message 
that both groups expressed was their 
frustration with current reporting. 


Parliamentarians’ concerns about 
information 


6.54 Users of information, the 
MPs, indicated that they were unhappy 
with reporting for three reasons. First, 
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they are expected to use the Part IIIs 
when voting Supply, to have a better 
understanding of the requests for pro- 
gram resources. Yet they told us that the 
Supply process is not a meaningful 
exercise to them. They can’t influence 
spending plans during Supply because, 
under our current system of responsible 
government, any changes would be 
viewed as a loss in confidence in the 
ability of the government to manage 
competently. In fact, even though the 
various votes in the Estimates are 
referred to committees for review, 
there is no requirement that commit- 
tees actually report their views on the 
Estimates. 


6.55 An outward sign of MPs’ 
frustration over their lack of influence 
on Supply is that there are very few 
committee meetings held on the Esti- 
mates. Even worse is the smaller 
number of committees reporting back 
to the House on Supply. To illustrate 
this, for the 1991-92 Estimates, 20 
formal committee meetings were held 
to discuss the $158 billion to be spent 
that year, down from 101 meetings in 
the previous year. Those meetings 
resulted in only one committee report 
to the House on the Estimates for the 
1991-92 fiscal year; in the previous 
year, not one committee reported on the 
Estimates. 


6.56 Second, MPs told us that if 
they were to undertake reasonable 
reviews of departments it would be 
very difficult for 20 or so standing 
committees to examine more than 80 
Part IIIs each year. They also told us 
that, in those Part IIs they do examine, 
there is much repetition from one year 
to the next because the business of 
departments does not change all that 
often. 


6.57 Third, they told us that the 
Part IIs are not helpful reading to 
understand the business of the depart- 
ments. They find that there is either too 
much information or too little; they 
cannot always tell what departments 
are doing, or how much things cost; and 


they cannot get a reasonable perspec- 
tive on performance. Added to this are 
the increased demands on their time 
from constituents, special interest 
groups, caucus and party duties. The 
result is that, even if the information 
were there, they would have little time 
to devote to gaining the perspective on 
departments they feel they should 
have. 


6.58 In short, with respect to the 
Estimates process, the Part IIIs are not 
very useful because MPs cannot alter 
spending plans for the current year. 
And with respect to an overall under- 
standing of departments, they are not 
useful because they do not describe the 
business of departments completely 
and succinctly. 


Departmental concerns about 
current reporting 


6.59 The suppliers of information 
also expressed considerable frustration 
with current reporting. In their case, the 
targets were the Office of the Comp- 
troller General (OCG) and the MPs. 


6.60 With respect to the OCG, 
senior departmental officials told us 
that the high degree of central control 
over the form of the Part IIIs left them 
with little or no flexibility in their 
approach to reporting. They told us that 
the Guide to the Preparation of Part III 
of the Estimates is very restrictive and 
reads more like a directive than a guide. 


6.61 The policy for the Part IIs, as 
stated in the Guide, is that each docu- 
ment is to be fully consistent with the 
presentation in Part II of the Estimates, 
and to reflect only departmental activ- 
ities and programs included in the 
Operational Planning Framework ap- 
proved by Treasury Board. This policy 
virtually guarantees that departmental 
reporting will reflect only approved 
spending, both annually voted and that 
under continuing authority. There is no 
requirement for reporting on the global 
stewardship of the liabilities, substan- 
tial physical assets, loan guarantees, 
tax expenditures and other such 


instruments that a department may be 
responsible for managing. 


6.62 The Guide also specifies that 
each Part III shall be prepared in 
accordance with the instructions issued 
by the OCG. This means that each Part 
If contains information in increasing 
levels of detail, starting at the depart- 
ment level and ending with the activity/ 
sub-activity level. Yet some 
departmental heads and deputy heads 
are stewards over operations or activ- 
ities that don’t fit this pattern. Further- 
more, the instructions do not let a 
department choose the appropriate 
level of detail for informing Parliament 
about its operations. 


6.63 Officials of the Office of the 
Comptroller General stress that they do 
allow for flexibility, but they also 
acknowledge that it is much easier fora 
department to stay within the pre- 
scribed structure. Change is more 
difficult than uniformity. To reinforce 
compliance with the Office of the 
Comptroller General guidelines, the 
deputy heads are asked to sign a 
‘representation letter’, which states 
that the document: 


“iS presented in accordance with 
Treasury Board policy and instruc- 
tions and the disclosure principles 
contained in the Guide to the Prep- 
aration of Part Ill of the Estimates.” 


6.64 Both departmental and OCG 
officials agreed on their frustrations 
with the lack of attention they believe 
MPs give to written material depart- 
ments provide. One senior depart- 
mental official summed up _ this 
frustration as follows: 


“We met one (Commons) commit- 
tee last week. If any of them had 
read the Estimates they certainly 
didn’t care to reflect it... At the 
moment we have been able to 
identify two audiences that pay any 
attention at all to our Part III. One of 
them is the Office of the Comp- 
troller General; the other is people 
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who are looking for jobs in our 
Department.” 


6.65 Sorting out these con- 
straints. We have considerable sym- 
pathy with suppliers of reports who 
believe that they are simply not used. 
Yet the real concerns and frustrations of 
MPs about the business of Supply 
suggest that there is no quick and easy 
solution to this dilemma. 


6.66 We interviewed a number of 
people knowledgeable about Parlia- 
ment, including people who were in- 
volved in the major reform of the 
Supply process in 1968. They re- 
minded us that the business of Supply is 
the time when government presents its 
spending plans to Parliament. Parlia- 
ment, in turn, examines them with a 
view to testing the competency of the 
ministry. It has been, and still is, the 
government’s business to govern com- 
petently while holding the confidence 
of Parliament, and Parliament’s busi- 
ness to continually test that com- 
petency. 


6.67 But there are added strains 
today on this system of responsible 
government. The business of govern- 
ing is acomplex one, made increasing- 
ly so by growing debt. At the same 
time, demands on our elected represen- 
tatives grow as constituents and special 
interest groups compete with the politi- 
cal party, caucus, and Parliament for 
their attention. Sometimes these in- 
creasing pressures erupt as frustrations 
over issues like accountability. 


6.68 Through all of this, we believe 
that the essential principle that must be 
maintained is that the business of 
government must be transparent, irre- 
spective of Parliament’s use of the 
information. There will always be a 
need for a document of record that 
describes the stewardship of individual 
departments, and that is sufficiently 
flexible to accommodate changing cir- 
cumstances. 


6.69 Finally, while it may sound 
obvious, the more parliamentarians use 
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the information provided, and the more 
feedback they give to its suppliers, the 
more responsive it will become. 


Summary Observations 
and Recommendations 


The need for stewardship 
reporting 


6.70 The reform of reporting that 
took place over ten years ago was a 
reform of the Estimates. It led to the 
introduction of the departmental ex- 
penditure plans, the Part IIIs, which 
have become the government’s princi- 
pal departmental reporting vehicle to 
Parliament. Their introduction has also 
contributed to considerable improve- 
ment in the reporting of financial 
information, particularly annual 
spending. However, the responsibility 
of ministers and senior public servants 
to manage the entire range of duties and 
obligations of departments is far more 
extensive than is reflected by annual 
spending. We call the overall manage- 
ment of, and accountability for, these 
broader duties and obligations, “global 
stewardship”. 


6.71 Departments should com- 
pile and make available information 
not only on annual spending but also 
on their global stewardship responsi- 
bilities. 


6.72 The policy for the Part IIIs 
should be revised to emphasize re- 
porting on global stewardship re- 
sponsibilities of departments and on 
the way they are carried out. 


Frequency of reporting and review 


6.73 We believe that the business 
of departments and the broader in- 
terests of parliamentary committees 
would be better served by the produc- 
tion of a cyclical accountability docu- 
ment on “global stewardship”, which 
would be based on the Part IIIs. We also 
believe that the one constraining factor 
to the timing of reporting is that it 
should take place at least once in the life 


of the “normal” three- to five-year 
Parliament. 


6.74 The current policy for the Part 
Ils calls for the annual tabling before 
Parliament of departmental expendi- 
ture plans, as distinct from the tabling 
of the Main Estimates that support the 
Appropriation Bill. But within our 
system of annual appropriations, such 
detailed annual departmental reporting 
no longer seems appropriate to govern- 
ment or to Parliament. In the govern- 
ment, the business of departments and 
agencies seldom changes to any great 
degree from one year to the next. In 
Parliament, the Supply process seems 
so constraining that MPs tell us they 
find little reason to review government 
spending plans with much conviction. 
Furthermore, they tell us that their 
committees lack sufficient time and 
appropriate information to review the 
global stewardship responsibilities of 
departments. 


6.75 Individual departments and 
agencies should produce printed 
stewardship documents based on the 
Part IIIs, on a multi-year cyclical 
basis, in accordance with a schedule 
to be jointly determined by Parlia- 
ment and the government. . 


6.76 Parliamentary committees 
should undertake in-depth cyclical 
reviews of departmental spending 
and stewardship in accordance with 
a predetermined reporting schedule. 


Information technology and 
reporting to Parliament 


6.77 Earlier in the chapter we de- 


scribed our view of adequate depart- 


mental reporting that included three 
categories of information: stewardship 
information, financial information, 
and operational information. Not all 
this information should be provided in 
printed form. We believe that only the 
stewardship information should ap- 
pear in the new, shorter, cyclical Part 
Ill. This would include some finan- 
cial and operational information of 
strategic importance to the executive 
of the department. More detailed 


information from the other two groups, 
including performance and effective- 
ness information, and material elimin- 
ated from previous annual reports, 
need not be included in this new Part III 
but must be accessible. 


6.78 We recognize that our call for 
stewardship—based Part IIIs, backed up 
by additional information, could lead 
to departments having to make avail- 
able different and, in some cases, more 
information for Parliament. This, how- 
ever, does not mean more printed text. 


6.79 When the current method of 
Estimates reporting was developed 
some ten years ago, personal com- 
puters were in the infancy stage and 
electronic user-friendly information 
systems were virtually non-existent. 
We believe that current technology 
offers an emerging opportunity to tailor 
information to specific user needs. 


6.80 The government should des- 
ignate an official with sufficient 
authority to ensure that each depart- 
ment develops an electronic library 
of additional information, with flex- 
ible access to it either electronically 
or in printed form. 


6.81 Each new stewardship Part 
II should contain an annotated bibli- 
ography describing what additional 
information is available in the elec- 
tronic library along with a clear 
explanation on how to access it. 


6.82 Making information in elec- 
tronic libraries accessible is necessary, 
but by itself is not sufficient. That 
information must also be kept up—to— 
date and MPs must be informed about 
changes to it, including any significant 
alteration to the department’s main 
lines of business. This requires a 
discipline in the system to replace the 
current need for a full report each year. 


6.83 Each year, at Estimates 
time, the government should table a 
document containing the updated 
annotated bibliography for every 
department and agency not produc- 
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ing a new stewardship Part III for 
that year. This summary document 
should also contain information on 
any significant changes to depart- 
mental lines of business, to allow 
parliamentary committees to con- 
sider altering their departmental 
review schedules. 


6.84 Before concluding, we need 
to make one qualification: we have not 
defined the number of reporting en- 
tities. In the last few years, approxi- 
mately 85 departments and agencies 
produced Part IIIs. What is an ap- 
propriate reporting entity, and the total 
number, is a matter we leave to the 
government and Parliament to decide. 


Conclusion 


6.85 The purpose of this chapter 
was to take a fresh look at departmental 
reporting in the context of responsible 
government. We indicated that report- 
ing should be more reflective of the 
global stewardship responsibilities en- 
trusted to ministers and senior officials 
of departments. We also indicated that 
this will become increasingly impor- 
tant as government tries to avoid sub- 
stantial increases in expenditure and 
debt. 


6.86 We called for a reform of 
reporting to allow the Part IIIs to 
become global stewardship documents 
and to be produced cyclically rather 
than annually. We also proposed that 
both parliamentary committees and 
departments would be better served by 
cyclical, in-depth reviews of depart- 
mental spending and _ stewardship, 
rather than the required annual reviews 
based on the Estimates. 


6.87 Finally we indicated that, al- 
though our proposals may lead to more 
information, that need not mean more 
printed text. Existing technology 
offers an emerging opportunity to pro- 
duce shorter stewardship—based 
printed Part IIIs, with supporting in- 
formation stored _ electronically, 
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maintained on a timely basis, and 
readily available. 


6.88 In recommending _ these 
changes, we could have gone much 
further. We could have proposed a 
specific model for the new Part IIIs and 
for the supporting information. We 
deliberately chose not to do this be- 
cause we wanted to concentrate on the 
principles of reporting, not the details. 
We also recognize that there is no one 
correct model that is consistent with 
our proposals. The interpretation and 
implementation of our proposals could 
vary across departments and parlia- 
mentary committees. Our hope is that 
the government accepts our proposals 
and works with departments and Par- 
liament to reform reporting for the 
coming decade. 


6.89 In conclusion, we come back 
to some remarks we made earlier in the 
chapter. Confidence is fundamental to 
our parliamentary democracy and re- 
porting is an integral element of that. 


Maintaining that confidence does not 
end with new departmental steward- 
ship reporting. The quality of min- 
isters’ speeches, answers to questions, 
testimonies before committees, all 
form part of the need for openness in 
government. The quality of that report- 
ing, for ministers and officials, should 
be a constant preoccupation of the 
mind, a willingness and eagerness to 
foster the ideals of our system of 
responsible government. 


6.90 Yet in saying this we recog- 
nize that maintaining a vibrant system 
of responsible government is a heavy 
obligation. At times, increasing 
frustrations and pressures on govern- 
ment and on Parliament periodically 
erupt in conflict over accountability 
that sorely test this system. We offer no 
panacea, but encourage our elected 
representatives and senior officials to 
remember the vital role that reporting 
plays in our system of responsible 
government. 


Annex 


Assessment of Current 
Reporting 


6.91 In the chapter we described 
the concept of “global stewardship” 
and the information we think is ap- 
propriate for Parliament. In this Annex 
we provide detailed information on our 
review of current departmental report- 
ing as measured by our framework (see 
Exhibit 6.2). We are aware that cur- 
rent reporting in the Part IIIs is based on 
the Guide to the Preparation of Part III 
of the Estimates, not on our framework. 
This means that “deficiencies” relative 
to our concept for reporting are not 
things the preparers of the Part IIIs 
could be expected to have corrected. 
They are measured by a standard we are 
proposing, not one in place today. 


6.92 The assessment. We re- 
viewed the information provided by a 
sample of seven organizations to see 
what each said about itself. The seven 
organizations we chose and our reasons 
for selecting them are shown in Exhibit 
6.3. 


6.93 The exercise involved exam- 
ining the information in regular reports 
produced by these organizations, not 
just the Part III, to determine whether it 
met our criteria. 


6.94 Scope of the assessment. In 
determining the scope of this assess- 
ment we noted that Members of Parlia- 
ment are inundated with 
documentation: press releases, 
speeches, committee proceedings as 
well as regularly reported documents. 
This makes it virtually impossible for 
MPs to decide on what is important 
from a department. We believe that the 
information MPs need to hold the 
government accountable ought to be 
included in, or be accessible through 
one of the regular departmental docu- 
ments. As a result, we limited our 
assessment to departmental informa- 
tion regularly reported in documents 
such as departmental annual reports, 
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the Public Accounts and the Estimates, 
including the Part IIIs, the most estab- 
lished vehicle for departmental report- 
ing to Parliament. We also examined 
some selected significant additional 
reports that added to the understanding 
of a department. 


6.95 We also limited our review to 
what the organizations said about 
themselves in written text, not how 
they might subsequently have clarified 
or interpreted what was written. We 
took the view that writers of reports 
have to make themselves clear, since 
most cannot expect to have the luxury 
to interpret or clarify what they write. 


6.96 In addition to these seven 
organizations, we have drawn 
examples from other chapters of this 
Report that include observations on 
reporting to Parliament, as well as 
Correctional Service Canada, which 
came to our attention during the course 
of our work. Using our framework for 
reporting, the following examples il- 
lustrate the lack of breadth in current 
departmental information. 


6.97 What are the department’s 
mission and lines of business? We 
wanted to know whether departments 
were giving readers a sense of their 
lines of business and the instruments 
they used. We found that this was not 
the case. For example, the Department 
of Finance is the department with key 
responsibility for tax policy and pro- 
grams that generate more _ than 
$100 billion each year, and for all tax 
expenditures. While there is some 
information indicating that the Depart- 
ment is responsible for tax policy, there 
is little about its stewardship responsi- 
bility for major areas such as tax 
expenditures, or references to where it 
can be found. 


6.98 In its Part III, the Department 
of Forestry describes its mission and 
provides details of its activities in 
research and forestry development. 
However, it does not discuss how its 
responsibilities are related to provin- 
cial forestry responsibilities. This is 
especially important since ownership 


Deficiencies relative to 
our concept for reporting 
are not things the 
preparers of the Part Ills 
could be expected to 
have corrected. They are 
measured by a standard 
we are proposing, not one 
in place today. 


Exhibit 6.3 


Organizations Selected 
For Assessment 


Finance: a central agency and a policy 


“department, one of whose major outputs is 


_ the annual budget. 


© Taxation: a department with a very visible 


= product. 


- Forestry: a department with specific areas 
of federal responsibilities working in close 

= CO-operation with the provinces, which 
manage the forest resources. 


Fisheries and Oceans: a largely 
decentralized department having 
responsibilities for fishery resources and all 
matters respecting oceans not by law 
assigned to any other department. 


Medical Research Council: a small 
agency that distributes multi-year grants 
but whose budget is appropriated annually. 


National Defence: a security conscious 


' department with a large stewardship role 


over enormous capital assets and land and 
with a large annual budget. 


Energy, Mines and Resources — 
Megaprojects: an activity dependent on 
federal involvement and with active 
participation from provincial governments 
and private organizations. 
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and management responsibility for the 
bulk of Canada’s forests rests with the 
provinces. In our view, a reader’s 
understanding of this material would 
be enhanced if the Part III clearly 
outlined the respective roles and re- 
sponsibilities of the federal and provin- 
cial governments in the forestry sector. 


6.99 For some of the organizations 
we examined, a more complete picture 
of their business was available from 
reading their Part IIIs in conjunction 
with other regularly produced publica- 
tions. For example, National Revenue 
— Taxation periodically produces a 
document called Inside Taxation, 
which provides a good overview of the 
Department’s operations. The Medical 
Research Council produces the annual 
Report of the President, which pro- 
vides some insight into the Council’s 
direction and current research. The 
National Defence annual report, De- 
fence 90, provided more descriptive 
information on such areas as the Cana- 
dian Forces Training System, capital 
projects, recent operations and peace- 
keeping missions. Defence 90 also 
provided information on subjects not 
included in the Part III, such as the 
Department’s role in the Northern 
region and in environmental protec- 
tion. It would have been useful to have 
these additional sources of information 
cross-referenced in the Part III in a way 
that informs the reader how the in- 
formation would help to fill out the 
departmental profile. However, this 
was not the case. 


6.100 The megaprojects supported 
by Energy, Mines and Resources 
(EMR) are an example of a major line 
of business not reported because it does 
not fit within the Part III reporting 
structure. As described in Chapter 14, 
EMR is heavily involved in the mega- 
project business through the Hibernia 
project off Newfoundland, the Bi- 
provincial Upgrader in Lloydminster, 
and the NewGrade Upgrader in Regina. 
Furthermore, this year the Department 
plans to spend approximately 


$300 million, or 36 percent of its 
budget, on megaprojects. Yet it does 
not provide any description of its 
stewardship responsibilities for these 
projects. 


6.101 How does the department 
carry out its lines of business to 
achieve its mission? Some depart- 
ments carry out their business differ- 
ently from the way they report it in their 
Part III. For example, National De- 
fence states clearly in its Part III that it 
does not manage its funds the way it 
reports to Parliament in its Part III. The 
Department also indicates that it has a 
committee structure for managing and 
for internal accountability, but gives no 
insight into how it operates. Our Office 
has been saying for a number of years 
that the Department could report to 
Parliament on the basis of defence 
capability, which is not the way it 
currently reports. 


6.102 In Chapters 10 and 11 we 
report on Canada’s international finan- 
cial commitments and contingent lia- 
bilities. The Canadian International 
Development Agency (CIDA) pro- 
vides assistance to developing nations 
through regional development banks. 
The Department of Finance has made 
commitments to provide debt relief toa 
number of sovereign nations. In both 
cases Canada is potentially committed 
to substantial amounts of money, well 
over $3 billion each, yet CIDA and the 
Department of Finance provide little 
information on their use of these finan- 
cial instruments in their Part IIIs, or 
where to find information about them. 


6.103 What are the department’s 
strategic objectives for realizing its 
mission, and plans for managing the 
significant public resources under its 
control? Departmental plans beyond 
the coming fiscal year are generally not 
provided to Parliament, because the 
Guide to the Preparation of Part III of 
the Estimates does not require it. For 
most departments, internal reports to 
Treasury Board contain some informa- 
tion on longer-term goals and plans, 


but these are not generally made avail- 
able to Parliament. 


6.104 Operational uncertainties and 
risks are important elements in under- 
standing how a department plans to 
Carry out its mission. Yet these are 
rarely discussed. For example, the 
federal government has provided loan 
guarantees through EMR for the New- 
Grade Upgrader project, amounting to 
$275 million. Because there is no 
current expenditure, the Department 
does not provide any information on 
this project in its Part III. The only 
reference to this contingent liability is 
one line in Table 11.14 of Volume I of 
the 1990-91 Public Accounts. As 
mentioned in Chapter 14, megapro- 
jects involve many risks. These risks 
are not discussed in the departmental 
documents. How departmental offi- 
cials manage such risks to reduce or 
eliminate the potential impact is a 
fundamental aspect of their steward- 
ship responsibilities. 


6.105 How did the department do 
in meeting its objectives, and how 
much did it cost? In their Part IIIs, 
departments generally —_ provide 
measures of activity, usually in terms of 
production statistics. But without in- 
formation on previous plans or on the 
quality of the production, it is not 
possible to assess what these productiv- 
ity statistics say about performance. To 
illustrate this, we recognize that 
National Revenue-Taxation has im- 
proved its reporting of performance ina 
number of areas, like telephone in- 
quiries handled, by providing compari- 
sons over time, but it would be even 
more helpful if the Department pro- 
vided standards or targets to put this 
performance in context. In addition, 
more quality-of-service measures, 
such as the number of attempts to reach 
a Tax Office or the length of time to 
issue refunds, would enhance the pro- 
duction information provided. 


6.106 Some departments do not in- 
form the reader how they have per- 
formed in relation to their missions or 
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strategic objectives. In its Part III, 
Forestry states that its mission is ‘“‘to 
promote the sustainable development 
and competitiveness of the Canadian 
forest sector...” It is difficult for a 
reader to assess the Department’s per- 
formance relative to its objectives and 
mission based on the information pre- 
sented in its Part III. 


6.107 Correctional Service Canada 
provides a clear statement of its corpor- 
ate objectives based on its mission 
statement. However, in complying 
with the guidelines for the preparation 
of Part IIIs, it presented performance 
information by activity, and not by 
corporate objective. Correctional Ser- 
vice Officials told us they intend to 
reflect performance information based 
on their corporate objectives in the 
1993-94 Part III. 


6.108 In the cases we examined 
where departments did provide per- 
formance information, we found some 
weaknesses. One department, Fish- 
eries and Oceans, has improved its 
presentation of targets and expecta- 
tions to provide more understandable 
information, allowing for a quick com- 
parison of results against previous 
years’ targets and expectations. How- 
ever, in some cases targets are general 
and results specific, making it difficult 
for the reader to assess performance. 


6.109 CIDA’s Part III states that its 
support of the regional development 
banks has been very effective. How- 
ever, as described in Chapter 11, CIDA 
does not report the results expected or 
the results achieved from the grants, 
payments and guarantees Canada pro- 
vides to the regional development 
banks. 


6.110 Forestry was unable to pro- 
vide information to support some per- 
formance claims made in its Part III. 
One claim it made was that the Forest 
Resource Development Agreement 
with Alberta ($11 million over a five— 
year period) has contributed to more 
than $3 billion of new industrial invest- 
ment that will utilize Alberta’s aspen 
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resources. We were not provided with 
any evidence to establish that the 
investment was the result of the agree- 
ment, as claimed in the Part II. 


6.111 One fundamental piece of 
departmental information is the cost of 
a particular activity or line of business. 
Many departments have distinct ad- 
ministrative activities that are reported 
separately in departmental documents 
such as the Part IIIs. These separate 
administrative or overhead activities 
ranged, as a percentage of total operat- 
ing costs, from a high of 33 percent to a 
low of 17 percent in the departments we 
examined. 


6.112 We are not trying to compare 
the overhead burden of the various 
departments because that would re- 
quire us to be satisfied that they define 
and report administration in a consist- 
ent way. Nor are we expressing an 
opinion on the size of administrative 
units. But we are highlighting that 
these overhead costs do not exist in 
isolation from the other departmental 
activities. If, for example, a depart- 
ment reduced or eliminated a major 
activity or line of business, we would 
expect to see some savings in the form 
of reduced administration. Yet no 
attempt is made to relate administra- 
tive costs to the major lines of business 
they support. 


6.113. In Chapter 22 we describe an 
audit of the RCMP’s largest program, 


contract policing. We concluded that, 
with respect to this line of business, the 
RCMP does not show the actual cost of 
the program against the revenue it 
receives from the provinces, terri- 
tories, and municipalities. 


6.114 We believe that deputy heads 
of departments and their executive 
committees ought to address these 
concerns about cost information if they 
are to exercise their stewardship role 
well. In our 1987 chapter on Financial 
Management and Control, we stated 
that reporting “...on the efficient and 
effective use of resources depends very 
much on the adequacy of the planning 
systems they represent. ...Because 
measures of efficiency and cost in- 
formation rarely exist, they are rarely 
reported in the Part IIIs.” 


6.115 Understanding the text. We 
examined whether the Part Ils were 
understandable. To do this we held focus 
groups to reflect on their clarity. The 
groups, who had been unaware that these 
documents existed, were encouraged 
about their potential usefulness to the 
average Canadian. Although some 
members of the focus groups felt they 
could understand what the departments 
were about, for the most part they found 
that the writers had lost sight of their 
audience and were too bent on volume 
rather than quality. The focus groups 
were also frustrated by the lack of 
attention to visual presentation in 
Part IIs. 


Comprehensive and Special Audits 


The following Comprehensive and Special Audits have been conducted in accordance with 
the legislative mandate, policies and practices of the Office of the Auditor General. These 
policies and practices embrace the standards recommended by the Public Sector Accounting 
and Auditing Committee (PSAAC) of the Canadian Institute of Chartered Accountants. 
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Responsible Auditor: Jacques Goyer 


Main Points 


ek The primary objective of the audit was to determine the extent to which payments in lieu 
and other related benefits granted between 1986 and 1991 under the Work Force Adjustment Policy 
were well founded and in keeping with the intent and letter of the Policy. 


7.2 We found significant differences in the way the provision regarding payments in lieu was 
administered in departments. There were instances where it was well managed and instances where 
it was not managed in a satisfactory manner. In each case, there were some common characteristics. 


iis, Some 32 percent of the 396 payments examined were well founded and in keeping with the 
intent and letter of the Policy. Thirty-five percent were judged to be without foundation. In 
addition, we found that a number of payments — 29 percent — were called into question, given the 
reasons for and the circumstances in which they were made. We were unable to conclude in 4 percent 
of the cases. Our findings were indicative of trends and patterns, notably regarding payments made 
between April 1990 and December 1991. 


7.4 While payments in lieu have facilitated work force adjustment situations, there has been a 
gradual deterioration in the administration of this provision, notably because of weaknesses in the 
management framework in departments and at the central agency level. 


7B) In our opinion, there is a need to clarify and better understand the roles and responsibilities 
of central agencies and departments and to ensure that all players concerned work in partnership. We 
suggest that there must be a change in mindset about empowerment, control and accountability. We 
also suggest that consideration be given to developing policies or mechanisms to deal with specific 
departmental problems such as work force renewal and other personnel problems. We believe that 
the emphasis needs to shift from reducing personnel to eliminating unnecessary and non-essential 
work. We also believe that there is a need for managers to absorb, or at least take into account, the 
full cost of their decisions regarding payments in lieu. 
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Background 


The Work Force Adjustment 
Policy 


7.6 The objective of the Policy is 
to minimize layoffs of indeterminate 
(permanent) employees affected by 
work force adjustment situations 
through the provision of alternative 
employment opportunities. | Work 
force adjustment situations occur when 
a deputy minister or an authorized 
officer decides that the services pro- 
vided by one or more indeterminate 
employees are no longer required be- 
cause of lack of work or discontinuance 
ofafunction. Upto31 August 1992, the 
Policy applied to employees at all 
levels. Work force adjustments can 
result from such things as expenditure 
constraints, new legislation, program 
changes, technological change, pri- 
vatization, reorganization and produc- 
tivity improvement. 


God The Policy, originally estab- 
lished in the sixties, was agreed to by 
the National Joint Council and ap- 
proved by the Treasury Board. The 
Council is an organization made up 
notably of representatives of the Treas- 
ury Board (the employer) and bargain- 
ing agents. 


7.8 Introduction of “payment 
in lieu” (cash—out). The Policy was 
amended in June 1986 by the introduc- 
tion of payments in lieu to employees 
declared “surplus to requirements” and 
scheduled to be laid off, who resign 
before the date of their layoff. The 
Policy requires a minimum of six 
months advance notice to surplus em- 
ployees before their layoff, except in 
special circumstances. The payment is 
a lump sum equal to regular pay for the 
period from the date of resignation to 
the date of the scheduled layoff — a 
maximum of six months or 26 weeks’ 


pay. 


io Payments in lieu were ex- 
pected to: 


Payments to Employees Under the Work Force 
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e permit surplus employees who so 
desired to quit immediately if there 
was no work to be performed; and 


e save costs of employee benefits, of 
retraining, and of finding a job for 
those opting for such a payment. 


7.10 The payment in lieu option 
was introduced to facilitate the task of 
redeploying permanent employees 
possibly affected by the government’s 
decision in May 1985 to reduce the size 
of the public service by 15,000 person— 
years over five years. The stated 
objectives of the government were a 
reduction in the size of the ongoing 
public service, the achievement of a 
more efficient public service and a 
reduction of salary expenditures. 


7.11 Several conditions were to be 
met before a payment in lieu could be 
authorized: 


e The employee had to be declared 
surplus. 


e Theemployee had to request sucha 
payment. 


e The employee had to relinquish 
statutory entitlement to priority 
consideration for positions in the 
public service. 


e The work had to be discontinued as 
of the resignation date, and the 
employee not replaced. 


e The deputy head or an authorized 
officer had to certify that no addi- 
tional person—year, salary or oper- 
ating costs would be incurred in 
having the work done in any other 
way during the period for which the 
employee would receive payment. 


e The payment was to be granted at 
management’s discretion, with the 
understanding that a request was 
not to be unreasonably denied. 


e The recipient had to sign a decla- 
ration agreeing to terms of reim- 
bursement, if reappointed during 
the period covered by the payment 
in lieu. 


Payment in lieu was 
introduced to permit 
surplus employees who 
SO desired to quit 
immediately if there was 
no work to be performed. 
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Departments are 
responsible for managing 
work force adjustment 
situations and are 
accountable to Treasury 
Board for the 
implementation of the 
Policy. 
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Adjustment Policy 


7.12 Payments in lieu could be 
funded under Treasury Board Vote 5 — 
Government Contingencies — if they 
resulted from the government’s decision 
to reduce the size of the public service 
and if funds were not available within 
departmental appropriations. One of the 
purposes of Vote 5 is to make up for 
paylist shortfalls. Departments access 
Vote 5 by way of a submission to Treas- 
ury Board. Where work force adjust- 
ment situations _resulted from 
departmental initiatives such as reorgan- 
izations, payments were to be funded 
through departmental appropriations. 


7.13 Introduction of a “waiver” 
and a “separation benefit’. In 1988, 
the Secretariat informed departments 
that Treasury Board had given advance 
approval in principle to a waiver of 
reduction of annual allowances pay- 
able to eligible employees whose em- 
ployment was being terminated 
involuntarily in work force adjustment 
situations. An annual allowance is a 
pension actuarially reduced to take into 
account the fact that it is paid earlier 
than normal. The waiver eliminates the 
penalty reduction of five percent for 
each year that the employee is less than 
age 60 or has less than 30 years of 
service at the time of the separation. To 
be eligible, an employee must be at 
least 55 years of age and have 10 years 
of pensionable service. The maximum 
waiver is 25 percent of pension. The 
waiver was to be approved without 
question by Treasury Board upon the 
recommendation of the deputy head for 
surplus employees who had received 
payment in lieu. 


7.14 In 1989, amendments were 
made to the Policy. One such amend- 
ment was an entitlement for surplus 
employees to a guarantee of one year’s 
retraining to facilitate their appoint- 
ment to another position. Another was 
the introduction of a separation benefit 
of one week’s pay for each year of 
service up to a maximum of 15 weeks’ 
pay. This benefit was to be paid to 
surplus employees resigning or being 


laid off provided they were entitled to 
opt for an immediate pension or annual 
allowance and had not received more 
than one month’s retraining. 


TAS In the 1991 Budget Speech, 
the government stated that it would 
consider legislation if it was unable to 
reach an agreement with bargaining 
agents to make major changes to the 
Work Force Adjustment Policy. Be- 
cause of long negotiations, the Policy 
— and the provision for payment in 
lieu — initially scheduled to expire 
31 March 1991, was extended first to 
29 June, then to 30 September, to 
31 October, to 30 November and final- 
ly from 1 December to its expiry, which 
occurred 14 December of that year. A 
significantly revised Work Force 
Adjustment Policy came into effect 
on 15 December 1991. 


7.16 The accountability frame- 
work for managing work force adjust- 
ment situations and administering the 
Policy. The Policy in effect during the 
period covered by our audit described 
in some detail the roles and responsibil- 
ities of the Treasury Board Secretariat, 
the Public Service Commission, the 
National Joint Council, departments 
and employees in work force adjust- 
ments. Exhibit 7.1 summarizes these 
roles. 


Dad Departments are responsible 
for managing work force adjustment 
situations — with the assistance of the 
Public Service Commission — and are 
accountable to Treasury Board for the 
implementation of the Policy. The 
Policy required that a number of con- 
trol mechanisms be in place in depart- 
ments, such as the monitoring and the 
evaluation of the administration of the 
payment in lieu provision. Some of 
these control mechanisms were re- 
laxed in the context of Increased Min- 
isterial Authority and Accountability 
(IMAA) and Public Service 2000 initi- 
atives. For example, in June 1990, 
deputy heads were authorized to sub- 
delegate the authority to approve 
requests for payments in lieu. 


7.18 The Policy also stated that the 
Secretariat is responsible for monitor- 
ing certain aspects of the Policy, in- 
cluding payments in lieu, and may 
require deputy heads to justify their 
decisions. The Work Force Adjust- 
ment Policy is one of the key human 
resource management policies taken 
into account by the Secretariat in its 
assessment of departmental perform- 
ance. 


Objectives, Scope and 
Criteria of the Audit 


Objectives 


7.19 The audit was designed to 
determine: 


e whether payments in lieu and other 
related benefits had been made in 
accordance with the intent and 
letter of the Work Force Adjust- 
ment Policy; 


e if costs had been incurred in having 
the work done during or after the 
period for which an employee had 
received payment; and 


e the nature and extent of review, 
monitoring and other controls used 
in administering the Policy at the 
departmental and central agency 
levels. 


Scope 


7.20 The audit was initially de- 
signed to cover all payments in lieu and 
other related benefits provided under 
the Work Force Adjustment Policy 
from July 1986 to December 1991. For 
a variety of reasons, such as the lack of 
an audit trail and turnover in manage- 
ment ranks, we focussed our examin- 
ation on payments made between April 
1990 and December 1991, just before 
the major revision of the Policy. 


dee We reviewed the activities of 
the Treasury Board Secretariat and the 
Public Service Commission in relation 


Payments to Employees Under the Work Force 


Adjustment Policy 


to their roles and responsibilities in the 
administration of the Policy. In addi- 
tion, we reviewed, analyzed, and con- 
solidated information on payments in 
lieu and other benefits obtained from 
departments and agencies that had 
more than 1000 employees and for 
whom Treasury Board was the 
employer. 


71.22 A detailed examination was 
conducted in departments that ac- 
counted for some 43 percent of all 
payments in lieu since 1986. We 
reviewed a total of 396 payments. For 


Exhibit 7.1 


Main Roles and Responsibilities in Relation 


to Work Force Adjustments 


Treasury Board Ministers (TB) 


@ Recommend resourcing levels to Parliament 
@ Approve Work Force Adjustment Policy 

@ Allocate contingency funds ~ Vote 5 

@ Approve waiver of reduction of annual 


allowance 


Treasury Board Secretariat (TBS) 


© Review resource proposals 

@ Recommend resource levels to TB 

© Inform departments of cutbacks 

@ Provide advice to departments on Policy 

© Monitor application of Policy 

@ Review submissions of “pension reductions” 

@ Assess departmental performance 

@ Approve surplus periods of less than six 
months 

© Consider requests for retraining resources 


Public Service Commission (PSC) 


@ Review staffing policies and procedures 

® Assess qualifications of surplus employees 

@ Ensure priority consideration for employment 

® Market “surplus” employees 

® Propose retraining and approve eligibility 

® Provide counselling 

@ Inform relevant bodies of priority referrals 

@ Identify areas of skill shortage for which surplus 
employees may be retrained 

@ Provide TBS with some statistics 

© Audit application of Policy for TBS 

@ Inform TBS of results of audits 

® Publish information on work force adjustments 


Employees 


@ Seek employment actively 

® Seek information about 
entitlements and obligations 

@ Provide information to assist in 
redeployment 

© Consider job offers 

© Accept retraining 

@ Request payment 


Department 


® Determine human resource requirements 

@ Consider alternatives to staff reductions 

® Determine if staff cuts are needed 

® Identify units of workers likely to be 
“affected” 

® Redeploy, retrain and counsel employees 

® Notify PSC of employees declared surplus 

® Identify and notify “surplus” employees 

® Pay the travel, relocation, retraining, 
separation and salary protection costs 

® Terminate term and contract staff to assist 
placement of permanent employees 

@ Consider “surplus” or laid off people for 
appointment 

® Establish control and monitoring 
mechanisms 

® Inform PSC and TBS of major adjustments 

® Inform and consult with unions 

® Notify employees of layoff date 

® Approve payment in lieu request 

® Certify that no additional costs will be 
incurred in any way during “cash—out” 
period 

© Request access to Vote 5 if needed 

@ Compile statistics and maintain records 

@ Account for implementation of Policy 


National Joint Council (NJC) 


® Review Policy periodically 

® Provide interpretation of Policy 
intent upon request 

® Hear grievances 
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Exhibit 7.2 


Distribution of Payments in Lieu 


By 


Year, 1986 to 1991 


Adjustment Policy 


each payment examined, we sought to 
ascertain if a work force adjustment 
situation existed; if the process fol- 
lowed was in keeping with the intent 
and letter of the Policy and if the 
decision was thus justified, given the 
circumstances. 


Teno We reviewed available inter- 
nal audit and other reports that were 
produced by the Secretariat, the 


1900 
1678 


1355, 


334* 


1986 


1987 


1988 1989 


* Payments in lieu were introduced in June 1986. 


Note: Graph based on payments for which information required for analysis was available. 


Source: Departmental reports to OAG 
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Distribution of Payments in Lieu 


By 
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Month, 1986 to 1991 


JASOND 
86 87 


JFMAMJJASOND 


Note: The peaks of March 88, March, June and September 1991 correspond to months when the Work 


Force Adjustment Policy was due to expire. 


JFMAMJJASOND JFMAMJ J 
88 89 


Note: Graph based on payments for which information required for analysis was available. 


Source: Departmental reports to OAG. 


Commission or departments concern- 
ing work force adjustment situations 
and/or the administration of the Policy. 
Where relevant to our audit, we in- 
cluded findings and observations in our 
report. 


7.24 Finally, we reviewed numer- 
ous reports from both the private and 
the public sectors on downsizing prac- 
tices over the years. We also 


4826 


1786 


1990 1991 


2139 


— 1800 


MJ JASOND JFMAMJJASOND 
90 91 


interviewed a number of representa- 
tives of companies and experts who had 
extensive experience in downsizing. 


Criteria 


7.25 The provisions of the Work 
Force Adjustment Policy provided the 
framework for audit criteria. Where 
necessary, other central agency and 
departmental policies, directives and 


guidelines were also taken into 
account. 

Observations 

7.26 In this section we do not name 


departments where individual cases 
were examined, for a number of rea- 
sons including: 


e The findings and the problems 
identified are indicative of trends 
and patterns and thus are systemic 
in nature. 


e To prevent the identification and to 
protect the reputation of individ- 
uals. 


e Recognition of the implications of 
potential legal actions against indi- 
viduals or the Office. 


e To respect the intent of the Privacy 
and Human Rights Acts. 


Some 13,000 Payments in 
Lieu Were Made Between July 
1986 and December 1991 


7.27 On the basis of information 
obtained from departments, agencies 
and Treasury Board Secretariat, we 
estimate that some 13,000 payments in 
lieu were made to employees between 
July 1986 and December 1991, at an 
estimated cost of $260 million. From 
June 1989 to December 1991, we 
estimate that some 5,800 employees 
received the separation benefit. The 
Secretariat reported that some 1,700 
waivers were also granted to recipients 
of payments in lieu. The total cost of 
payments in lieu, separation benefits 
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and waivers granted since 1986, is 
estimated at more than $325 million. 


7.28 Typically, the recipient of a 
payment in lieu was a person over 
50 years of age with 18 years of pen- 
sionable service who had worked as a 
clerk or a program administrator in a 
large department. In addition, such a 
person received the separation benefit 
equivalent to 15 weeks of regular pay, 
for a combined lump sum payment 
equivalent to a maximum of 41 weeks 
of regular pay — some $30,000 on 
average. A typical waiver amounted to 
some $1,800 a year. 


7.29 In 1991, there was asubstan- 
tial increase in the number of pay- 
ments in lieu. More than 4,800 
payments (or 37 percent of all pay- 
ments) were made between January 
and December 1991 (see Exhibit 7.2). 
This is more than twice the number of 
payments made each year since 1986 — 
including 1987, when the government’s 
five-year 15,000 person—year reduction 
program was considered to be at its peak. 
Analyses revealed that peaks occurred in 
March 1988 and in March, June and 
September 1991 (see Exhibit 7.3), 
months in which the Policy was expected 
to expire. 


7.30 The option of payments in lieu 
appears to have been used more fre- 
quently to resolve reported work force 
adjustment situations in recent years. 
Exhibit 7.4 shows that the number of 
recipients of payments in lieu repre- 
sented some 29 percent of the number 
of employees reported surplus by de- 
partments to the Public Service Com- 
mission in 1987, compared to some 
64 percent in 1991. We found, how- 
ever, that for a variety of reasons, 
departments have sometimes failed to 
inform the Commission that em- 
ployees had been declared surplus, a 
requirement of the Policy. The 
numbers reported by the Commission 
are thus understated. 


Tol The relationship between 
the number of payments in lieu made 
and the reduction in size of an organ- 


Some 13,000 payments in 
lieu were made between 
July 1986 and December 
1991 at an estimated cost 
of $260 million. 


The option of payments in 
lieu appears to have been 
used more frequently in 
recent years. 
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Where work force 
adjustments were well 
managed, payments in 
lieu were usually well 
founded and in keeping 
with the intent and letter 
of the Policy. 


Exhibit 7.4 


Adjustment Policy 


ization was not always evident. 
Unless there were significant changes 
in the nature or the level of certain 
activities of an organization to com- 
pensate for a reduction in others, we 
expected the number of payments to 
represent a fraction of the overall 
reduction in size because: 


e the Policy’s primary objective is to 
provide alternative employment, 
where possible, to minimize lay- 
offs; and 


e good management practices, state- 
ments of officials and the Policy 
itself emphasize consideration of 
alternatives such as natural attri- 
tion, early retirements, termination 
of term/casual employment and 
contracted _ services, __ staffing 
freezes and the use of part-time, job 
sharing or seasonal employment, 
where such actions could prevent or 
minimize the number of involun- 
tary separations. 


7.32 Exhibit 7.5 shows that for 
work unit “A’”’, the number of payments 
in lieu represented some 27 percent 


Relationship Between the Number of Employees 
Declared “Surplus” and the Number of Payments in Lieu 


4667 


4192 


29% 


1355 


1987 1988 


ee Surplus 


— 10000 


7494 


1989 1990 1991 


QA Payments in lieu 


Note: Graph based on payments for which information required for analysis was available. 


Source: Public Service Commission (employees declared surplus) 
Departmental reports to OAG (payments in lieu) 
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of the reduction of the person—year 
allocation over a five-year period. In 
unit “B” (see Exhibit 7.6) the number 
of payments have — with the exception 
of 1988 — consistently exceeded the 
reduction in person-years. In 1990-91 
and 1991-92, unit “B” had its person— 
year allocation augmented to help it 
cope with an increase in activity levels. 
While there might be valid reasons that 
the number of payments exceeded 
person—year reductions in any given 
year — for example the elimination of a 
few clerical positions and the creation 
of a large number of professional jobs 
— we found that such imbalances were 
often one indicator of problems in the 
administration of the Policy. 


Significant Differences in the 
Way Work Force Adjustments 
and the Provision for 
Payments in Lieu Were 
Managed 


7.33 We found a number of in- 
stances where work force adjust- 
ment situations and the provision for 
payments in lieu were well managed. 
They shared a number of characteris- 
tics (see Exhibit 7.7), although not all 
to the same extent. 


7.34 There was a direct relation- 
ship between the presence of these 
characteristics and the good manage- 
ment of payments in lieu. In these 
instances, the recourse to payments in 
lieu was usually well founded and in 
keeping with the intent and letter of the 
Policy, and the payments were used in 
conjunction with alternatives such as 
attrition and redeployment. In one 
situation examined where a work unit 
was being eliminated, all employees 
were redeployed, and there were no 
payments in lieu. 


135 We also found a number of 
instances where work force adjust- 
ment situations were not handled ina 
satisfactory manner. They also 
shared a number of characteristics (see 
Exhibit 7.7). In such _ situations, 


payments in lieu were used much more 
frequently and liberally, often in 
contravention of the Policy. 


Characteristics of well-managed 
work force adjustment situations 


7.36 An understanding of the 
purpose and context of the work 
force reduction. Where work force 
adjustment situations were well man- 
aged, managers knew what was ex- 
pected of them and understood the 
circumstances leading to the decision 
to reduce the work force. Often, 
management had anticipated the deci- 
sion of the government because it had 
grown out of their own review of the 
organization and because managers 
had spent months, if not years, studying 
the problem, alternative solutions and 
their implications. They knew what 
needed to be done and why. For 
example, one 1990 work force adjust- 
ment situation examined had been the 
subject of debate and planning since 
1986. 


Ted Leadership starting at the 
top that provided direction and fos- 
tered commitment through partici- 
pation and communication. Senior 
management communicated clearly 
the nature and extent of the challenge 
faced and the objectives to be achieved; 
they conducted information sessions 
with staff at various levels — some- 
times across the country — to explain 
the situation, its causes, the changes 
required and the process to be used in 
making the changes. Management was 
clearly in charge; they were perceived 
by staff members to be determined to 
meet the challenge and ready to pro- 
vide the necessary support. 


7.38 Time was made available for 
staff participation, and dialogue was 
used to elicit commitment and build up 
confidence among managers and other 
employees that the challenge would be 
met in an organized way, and that 
people would be treated fairly and 
humanely. Those managers likely to be 
affected were asked to review initial 
proposals and to present their own 
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suggestions or ideas for staff reduction. 
These suggestions or ideas were given 
serious consideration before a final deci- 
sion was made. While a significant 
amount of time was spent on planning, 
implementation was carried out swiftly. 


1.39 Mobilization of the organi- 
zation to “rethink” the work and 
program delivery and to tackle the 
challenge faced. Managers were not 
simply asked to cut staff; they were 
asked to rethink the work and to make 
substantial changes in the way they 
provided services and managed their 
activities. They had to do things 


Exhibit 7.5 


Payments in Lieu and 
Person-Year Reductions 


“Unit A” 
100 — 95 
80— 
60— 
40 — 
20— 
0—= 
person year XJ) payments in 
reduction N lieu 
Source: Departments — (person—year allocation) 
Departmental reports to OAG (payments in lieu) 
Exhibit 7.6 


Payments in Lieu and 
Person-Year Reductions 


400 — “Unit B” 
300— 
200 — 193 
123 110 113 4 
100— N 
N aN iN «i 
oe N 5 18 
87-88 88-89 89-90 90-91 91-92 


person year \§_ payments in 
reduction N lieu 


* In 1990-91 and 1991-92, person-years increased. 
Source: Departments — (person—year increase/reduction) 
Departmental reports to OAG (payments in lieu) 
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Where work force 
adjustments were poorly 
managed, payments in 
lieu were used more 
frequently and often in 
contravention of the 
Policy. 


Exhibit 7.7 
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“differently” or “better”. The nature 
and magnitude of such challenges 
required an organizational response 
and the mobilization of a significant 
portion of the organization, including 
support services such as personnel. In 
one situation, the unit had to redefine 
the nature of its relationship with 
external organizations in addition to 
transferring certain responsibilities to 
them. Remaining employees who had 
been direct providers of services had to 
become advisors. Some 70 percent of 
the staff in that unit had to be trans- 
ferred, redeployed internally or re- 
trained. 


7.40 A management framework 
that included solid plans, the forma- 
tion of ad hoc committees and sup- 
port units for a co-ordinated and 


Management of Work Force Adjustments: Comparison of 
Characteristics of and Effects on Payments in Lieu 
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Where well-managed 


An understanding of the purpose 
and context of the work force 
reduction; 


Leadership starting at the top that 
provided direction and fostered 
commitment through participation 
and communication; 


Mobilization of the organization to 
“rethink” the work and program 
delivery and to tackle the challenge 
faced; 


A management framework that 
included solid plans, the formation 
of ad hoc committees and support 
units for a co—ordinated and 
integrated effort; 


Measurable and definitive 
objectives; 

Control of the exercise through 
periodic reporting, concurrent 
evaluation, and other mechanisms 
to ensure that objecitves were met. 


Effects on payments in lieu 


Considered one option among 
others. 


Usually well founded and in 
keeping with the intent and letter of 
the Policy. 


Where poorly managed 


e Senior management of the 
organization failed to provide 
leadership, direction and support; 


e Planning was inadequate; 


e No appropriate management 
framework was established; the 
opportunity to learn from 
experience was lost; 


e Work force reductions were not 
used as an opportunity to “rethink” 
the work; 


¢ Management relied on employees 
requesting payment in lieu to 
achieve the work force reduction. 


Effects on payments in lieu 
¢ Liberal interpretation of the Policy. 
¢ THE only option. 


¢ Usually without foundation or 
called into question. 


integrated effort. A management 
framework was put into place. De- 
tailed action plans were prepared to 
ensure that the objectives would be 
met. Ad hoc committees at various 
levels, such as steering and local work 
force adjustment or implementation 
committees, were set up for the 
duration of the exercise, headed by 
senior line managers and supported by 
personnel and others as required. 
These committees reviewed action and 
implementation plans to ensure a co— 
ordinated and integrated effort. 


7.41 The work force adjustment 
process was not managed in isolation 
from other activities. Staffing deci- 
sions were reviewed to ensure that any 
employee likely to be declared surplus 
would be considered for retraining or 
redeployment before any other person 
was hired. Payment in lieu situations 
were reviewed to ensure both justifica- 
tion and consistency. Personnel played 
an important and visible role by provid- 
ing assistance to line managers in charge 
of the process and by providing informa- 
tion to employees on the Work Force 
Adjustment Policy. Exhibit 7.8 provides 
an illustration of a well-managed work 
force adjustment situation. 


7.42 Measurable and definite ob- 
jectives. The objectives to be achieved 
were clear and did not change as time 
passed, their achievement over time 
was measurable, and results appeared 
to be permanent. 


7.43 Control of the exercise 
through periodic reporting, concur- 
rent evaluation and other mecha- 
nisms to ensure that objectives were 
met. During the work force adjustment 
process, information flowed between 
the various committees and managers 
responsible for the implementation. 
Emphasis was on ensuring that objec- 
tives would be met and that the process 
would be fair and equitable. For 
example, committees received peri- 
odic reports on implementation and 
progress in relation to objectives. In 
turn, committees provided additional 
direction and support to managers 


responsible for implementation. 
Treasury Board Secretariat, the Public 
Service Commission and unions, were 
consulted prior to and during imple- 
mentation; they were kept informed 
through formal reporting as well as 
informal discussions. 


7.44 In some instances, there were 
audits or reviews of the work force 
adjustment process in mid-stream. 
Management did not wait until the 
work force adjustment was completed 
to learn from experience and to im- 
prove practices. 


Characteristics of poorly managed 
work force adjustment situations 


7.45 Senior management of the 
organization failed to provide 
leadership, direction and support. 
Where work force adjustment situ- 
ations were poorly managed, senior 
management often failed to recognize 
the importance of managing work force 
reductions. It provided little or no 
direction, information or support to 
managers at lower levels. Senior 
management limited its role to proces- 
sing requests for payments in lieu and 
rubberstamping decisions. This some- 
times led to the perception, among 
lower level managers, that it did not 
care or that it was not important. 


7.46 Planning was inadequate. 

Where management did not properly 
plan, options other than payment in lieu 
were often not explored. Where plan- 
ning took place, it was short-term and 
carried out only at the local level. In 
some instances, employees whose jobs 
were terminated received payments in 
lieu soon after being appointed from 
term (temporary) to permanent posi- 
tions. In other situations, positions 
similar to the ones vacated by em- 
ployees receiving payments in lieu 
were created soon afterwards. In some 
instances, workers who had received 
payments in lieu were reappointed 
immediately after the end of the period 
covered by the payment. Better plan- 
ning could have prevented such situ- 
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ations from occurring and could have 
reduced the cost to taxpayers. 


7.47 No appropriate manage- 
ment framework was established; 
the opportunity to learn from experi- 
ence was lost. Because of the short- 
comings mentioned above, an 
appropriate management framework 
was not put in place. 


7.48 The work force adjustment 
process was not co-ordinated or inte- 
grated with other activities, such as 
staffing. In one specific situation, 
workers who had received payments in 
lieu from one unit were found to be 
working ina similar unit nearby shortly 
after the end of the six-month period 
for which they had received payment. 


7.49 Information that would have 
permitted management to track prog- 
ress in achieving work force reductions 
and to determine the contribution of 
payments in lieu to that process was not 


Where management did 
not properly plan, options 
other than payment in lieu 
were often not explored. 


Exhibit 7.8 


Case 1 - A Planned, Co-ordinated and Integrated 
Approach to Managing a Work Force Reduction 


In this unit, managers were required to reduce the work force by 32 permanent 
employees with the objective of transferring responsibilities to external 
organizations. 


Management took advantage of the opportunity to proceed with a much-needed 
reorganization as well as to redefine its relationship with the external 
organizations. 


Early in the process, the manager of the unit informed all staff that a review would 
be undertaken. A committee of managers was set up to develop a strategy on how 


to address downsizing and to prepare a proposal to implement the reduction. A 
work force adjustment team composed of managers and personnel was also 
established. 


Once the proposal had been developed, senior management visited each location 
and made presentations on the reorganization and plans. 


The team met with the Public Service Commission and union representatives to 
explain the reorganization. Sessions were held with employees to answer 
questions about the Policy. Counselling was provided to individual employees 
upon request. A. redeployment strategy was developed to ensure the orderly 
placement of employees. Employees were declared surplus in stages as the 
reorganization proceeded. 


Redeployment activities were monitored, and steps — such as controls on staffing 
activities and release of term employees — were taken to maximize employment 
opportunities. 


Twenty-one employees were redeployed, eight received payments in lieu, two 


retired and one was laid off. Payments in lieu examined were well founded and in 


keeping with the intent and letter of the policy. 
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collected. In many instances, Person- 
nel had great difficulty in ascertaining 
the total number of payments in lieu 
made, even though deputy heads or 
other delegated senior officials had to 
approve each request, certify that no 
additional cost would be incurred in 
having the work done during the period 
covered by the payment, and ensure 
that the person would not be replaced. 
The difficulties in obtaining basic in- 
formation from some organizations led 
us to conclude that controls, including 
those required by the Policy, were not 
always in place. Where controls ex- 
isted, they were not always effective. 
In one instance, areview of payments in 
lieu was conducted by Personnel but it 
lacked rigour and failed to identify 
important problems and to bring them 
to the attention of senior management. 


7.50 As aresult of the absence of an 
appropriate management framework, 
managers did not receive feedback 
from senior management that could 
have helped them to learn from their 
practices and those of their colleagues. 


Case 2 - The Work Force Adjustment Policy: 
A “Voluntary Early Retirement Incentive Package” 


Measures contained in the 1991 Budget Speech led some managers to believe that 
there was a significant risk of having to deal with another round of painful work 
force reductions in the coming fiscal year. 


Management anticipated that the government would require a reduction of 
person—years to compensate for the estimated 1991 salary increase of three percent 
(equivalent to a reduction of some 140 person-years in this unit). 


Managers also feared that the Work Force Adjustment Policy — and its provisions 
for payments in lieu — would come to an end on 31 March 1991, 


In March, the unit contacted employees over 55 years of age and asked them if 
they might be interested in leaving their employment earlier than planned with a 


cash—out. 


Employees were given until the end of March to decide and to leave. There were 
266 employees who opted for payments in lieu; they left during the last week of 


March 1991. 


Because of the government decision to freeze salaries instead, the anticipated 
person—year reduction did not materialize. In fact, the person—year allocation of 
that unit was increased by eight in 1991-92. In addition to unnecessary 
expenditures related to payments in lieu, management had to initiate staffing 
actions to replace many of the departed employees. 
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gay | Work force reductions were 
not used as an opportunity to 
“rethink” the work. Work force 
reductions were not used as an oppor- 
tunity to question the organization’s 
provision of specific services or to 
reduce overhead, either because the 
reduction was perceived as relatively 
small or because the work force reduc- 
tion was divided up among several 
units. The emphasis was on reducing 
the work force without much consider- 
ation of the effect on service to the 
public. Payments in lieu were routinely 
processed and approved. For example, 
one district office was instructed to 
reduce its total person—year allocation 
by 2.6 over one year. The manager of 
one of the four local offices in that 
district recommended approval of re- 
quests from three people in less than 
three months, leaving a potential gap in 
the provision of service to the public. 
All were approved without question. 


gop Management relied on em- 
ployees requesting payments in lieu 
to achieve the work force reduction. 
Management spent little or no effort to 
determine the nature and the number of 
positions to be eliminated or to identify 
employees likely to be affected. In 
some instances, the provision of the 
Work Force Adjustment Policy regard- 
ing payments in lieu was transformed 
into a “voluntary early retirement in- 
centive package” in spite of the govern- 
ment’s decision not to offer such a 
package, notably because of its per- 
ceived prohibitive cost. Case 2 (see 
Exhibit 7.9) provides an illustration. 


7.53 Where employees were in- 
vited to volunteer, typically more em- 
ployees than were required to meet the 
reduction target requested payments in 
lieu. Most, if not all, requests were 
approved. Management believed that 
doing otherwise would result in per- 
ceived inequities, frustration, griev- 
ances and morale problems. Often, the 
most experienced employees left, 
creating a significant loss of expertise 
and corporate memory in addition to 
creating serious operational problems. 


In one unit, the chief and the assistant 
chief left at the same time, with nobody 
sufficiently experienced to take over. 
Often, in such situations, departing 
employees eventually had to be 
brought back or new employees had to 
be hired to ensure continuity of essen- 
tial services. 


7.54 These effects can be best ex- 
emplified by an excerpt from a report 
prepared subsequent to a work unit 
using “‘volunteering”. In that unit, 68 
employees had requested payments in 
lieu. All the requests were approved, 
and 48 employees left at the end of 
March 1991. 


“The effect of these cash—outs on 
the organization has been three— 
fold. Firstly, the effect has been the 
loss of many older, more expe- 
rienced employees during a period 
of high workload. Secondly, the 
acceptance of cash—outs was dis- 
proportionate [to the number re- 
quired], with some responsibility 
centres being left with a number of 
supervisory positions to fill. Third- 
ly, the timing of the cash—outs (with 
70 percent leaving in March) gave 
little time or flexibility to local 
managers in terms of using the 
vacant positions for developmental 
assignments. (sic)” 


a5 Studies and surveys of down- 
sizing practices reveal that one of the 
secrets of successful downsizing lies in 
carefully defining and designing the 
future organization and assessing the 
positions and skills required in the new 
structure before proceeding with 
downsizing. “Volunteering”, as de- 
scribed, precluded this from happen- 


ing. 


Payments in Lieu Used for 
Reasons Other Than Lack of 
Work or the Discontinuance 
of a Function 


7.56 We found a number of in- 
stances where payments in lieu were 
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used for reasons other than those for 
which the Policy was specifically es- 
tablished, i.e. lack of work or the 
discontinuance of a function. For 
example, payments in lieu were used to 
facilitate work force renewal, to solve 
performance problems or to reward 
employees. Case 3 (see Exhibit 7.10) 
provides an illustration of the use of the 
Policy for work force renewal, while 
Case 4 (see Exhibit 7.11) provides an 
example of the use of payment in lieu to 
solve a performance problem. 


Payments in lieu were 
used to facilitate work 
force renewal, to solve 
performance problems or 
to reward employees. 


Significant Weaknesses in the 
Monitoring, Review, and Other 
Control Mechanisms of 
Central Agencies 


7.57 The parameters for moni- 
toring the administration of the 
Policy were too narrow. While central 
agency monitoring focussed on such 
important elements as the extent of 
redeployment of surplus employees, 
other key elements were not taken into 
consideration. For example, the extent 
of the use of payments in lieu, the 
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Case 3 - Use of Payments in Lieu for 
Work Force Renewal 


« In this unit, managers were informed of a requirement to cut 43 person-years 
- because of budgetary cuts and changes in standards for resource allocation. 


Management had to react quickly to the situation. 


A decision was made to call for employees to volunteer to be declared surplus 


- and thus become eligible to request payments in lieu. Criteria for assessing 


requests were established to ensure that operational requirements, among other 
matters, would be taken into consideration. 


Management accepted requests from 43 employees in order to meet its objective. 
Shortages were created at all levels, including the loss of two senior employees, 
one of whom was replaced. The other senior employee was temporarily re—hired 
more than six months later to assist with internal staffing of some of the 
vacancies that were created. 


Our examination revealed that while the supply of new employees for this unit 
had been reduced to the minimum required to maintain the training program and 
expertise, it had been exceeding attrition for a number of years. Some recruits 
could not be assigned to duties for which they had been hired and trained. 


While management contend that their approach in this case constituted good 
management practice, certain of the payments examined in this unit were judged 
to be either “‘in question” or without foundation because they were not in 
keeping with the intent of the Policy. 
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Treasury Board 
Secretariat did not have 
the information to 
effectively monitor 
payments in lieu because 
of deficiencies in the 
monitoring system. 
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consideration of alternatives prior to 
declaring a work force adjustment 
situation and the relationship between 
payments in lieu and other indicators 
such as _ person—year reductions, 
changes in position and occupational 
profiles were ignored. 


7.58 The Secretariat did not have 
the information necessary to effec- 
tively monitor payments in lieu. The 
Policy stated that the Secretariat would 
monitor the administration of the 
provision regarding payments in lieu. 
To do this, the Secretariat intended, 
among other things, to rely on data 
obtained from the central pay system of 
the Department of Supply and Services 
and from the Priority Administration 
System of the Public Service Commis- 
sion. Suspecting that there were short- 
comings in the systems, the Secretariat 
conducted a review in March 1990 to 
assess the accuracy of the amounts 
shown to have been paid, to ascertain 
whether some term employees had 
received payments in lieu, and to 
determine if persons shown as having 
been reappointed during the period 
covered by the payments had reim- 
bursed the Receiver General. The 
review identified problems with the 
information systems and concluded 
that the monitoring component was not 
working. Furthermore, some public 
servants were excluded from the sys- 
tem. A comparison between the 
number of payments in lieu reported by 
the Secretariat and those reported by 
departments as of 31 March 1991 
showed a discrepancy of some 25 per- 


Case 4 - Using Payments in Lieu to Resolve a 


Performance Problem 


The manager of a work unit was experiencing absenteeism and performance 


problems. 


cent. In some instances, the discrep- 
ancy was more than 50 percent. 


T9 Departments did not always 
inform the Commission when em- 
ployees were declared surplus, al- 
though they were required to doso by 
the Policy. As a result, some of the 
figures reported by the Commission for 
1991 and possibly previous years, such 
as the number of employees declared 
surplus or the number of surplus em- 
ployees reported as having left the 
public service, are significantly under- 
stated. For example, the Commission 
reported that close to 8,000 surplus 
employees retired or left the public 
service between 1986 and 1991. Since 
some 13,000 surplus employees re- 
ceived payments in lieu during roughly 
the same period, the number of surplus 
employees reported by the Commis- 
sion as having left the public service is 
obviously low. Such information was 
to be used by the Secretariat in monitor- 
ing the administration of the Policy. 


7.60 As a result of all these weak- 
nesses, the Secretariat did not have the 
information necessary for deciding 
whether or not to have the Public 
Service Commission audit the admin- 
istration of certain aspects of the Work 
Force Adjustment Policy. The weak- 
nesses identified also prevented the 
Secretariat from effectively monitor- 
ing whether employees had been re- 
hired during the period for which they 
were paid. 


7.61 Weaknesses in the informa- 
tion system identified in 1990 were not 
addressed by the Secretariat because 
the Policy was coming up for its 
three-year review. We were informed 
that monitoring payments in lieu for the 
revised Policy, which came into effect 
15 December 1991, is more complex 
due to an increase in the number of 
instances where recourse to payments 


This manager was offered options, including the possibility of payments in lieu 
under the Work Force Adjustment Policy. The manager opted for the latter. 
Because of the nature of the position, the employee had to be replaced 
immediately. 


in lieu can occur. 


7.62 Weaknesses in the audits of 
the administration of the Policy. 
While it may be argued that a performance problem was solved, it was outside the Treasury Board Secretariat has dele- 
intent and letter of the Policy. Additional costs were also incurred. gated the audit of the application of the 
= ca maeomammmmmeamaad’: Work Force Adjustment Policy to the 


200 


Public Service Commission. Under the 
terms of a 1986 agreement concerning 
the audit of personnel policies, the 
Secretariat is responsible for providing 
to the Commission the audit criteria 
and information on procedures and 
systems to be audited, as well as data 
related to departmental operations in 
the areas to be audited. The Secretariat 
is also responsible for determining 
whether departments will be subject to 
or exempted in whole or in part from 
such audits. Twelve of the 31 audits 
conducted by the Commission from 
1989 to 1991 included an assessment of 
the administration of the Work Force 
Adjustment Policy. Our review of the 
12 audit reports revealed that few 
problems related to payments in lieu 
were ever identified and brought to the 
attention of departmental management 
or the Secretariat. 


7.63 In our opinion, one reason for 
the Commission’s failure to identify 
significant problems related to pay- 
ments in lieu was that the audit program 
developed by the Secretariat was inad- 
equate. For example, it did not include 
examination of the reasons for declar- 
ing a work force adjustment situation 
even though the existence of such a 
situation is an essential condition for 
authorizing payments in lieu. Further- 
more, although the Secretary of the 
Treasury Board had written to deputy 
heads reminding them of their re- 
sponsibility with regard to the monitor- 
ing and evaluation of the application of 
payments in lieu, the audit program did 
not assess whether departments had in 
place the controls to doso. Inthe course 
of our audit, at the request of the 
Secretariat, the audit program was 
modified and applied in one depart- 
ment. The Commission’s auditors 
found some of the same problems we 
identified, such as positions not being 
abolished and others being staffed 
again. 


7.64 In our opinion, weaknesses in 
the monitoring, review and control 
systems of departments and of central 
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agencies have contributed to a gradual 
increase in the use of payments in lieu 
in situations where it was without 
foundation. These weaknesses have 
precluded an objective and complete 
assessment of departmental perform- 
ance in administering the Policy. They 
have also prevented the Secretariat from 
having the information needed to ques- 
tion departmental decisions where war- 
ranted. In April 1992, all audit projects to 
be carried out by the Commission on 
behalf of the Secretariat were placed “‘on 
hold” pending a reassessment of the 
overall accountability framework and 
the development of performance indica- 
tors for human resource management. 


Treasury Board Secretariat’s com- 
ments: The government is concerned 
about the inappropriate use of the 
payment in lieu provisions in the Work 
Force Adjustment Directive. The 
Report identifies cases where mistakes 
were made in applying the Policy. 
There have also been weaknesses in 
the underlying management system. 
To guard against future occurrences, 
the Treasury Board Secretariat and 
departments are working together on 
corrective action. 


The reassessment of the overall human 
resource management framework will 
be used to address the weaknesses in 
the central agency monitoring, review 
and control systems identified in the 
chapter. 


Thirty-two Percent of the 396 
Payments in Lieu Examined 
Were Well Founded and in 
Keeping with the Intent and 
Letter of the Policy 


7.65 Of the 396 payments exam- 
ined, 128 (32 percent) were found to be 
justified, i.e., well founded and in 
keeping with the letter and intent of the 
Policy, while 140 (35 percent) were 
found to be unjustified, i.e., without 
foundation. 


Treasury Board Secretariat’s com- 
ments: Parliamentary consideration 


Our review of the Public 


Service Commission audit 


reports revealed that few 
problems related to 
payments in lieu were 
ever identified. 
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Results of the Detailed 
Examination of 396 Payments 


in Lieu 
Unable to conclude 
15 (4%) 
“In question” Well 
113 (29%) founded 
128 
(32%) 


Without foundation 
140 (35%) 
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of the issues raised in the Report will 
be better served if there is no mystery 
about the identity or overall perform- 
ance of the departments that were the 
subject of more detailed examination 
by the Auditor General. Departments 
are responsible for administering the 
Policy in their own jurisdictions and 
should respond to questions about 
their own actions. At the request of the 
Treasury Board Secretariat, and with 
the agreement of the departments 
concerned, a summary of the findings, 
by department examined and under 
the headings used by the Auditor 
General, will be available when the 
Report is made public. 


7.66 In addition, a_ significant 
number of payments — 113 (29 per- 
cent) — were categorized “in ques- 
tion’, as illustrated in Case 3 (Exhibit 
7.10). While these payments were 
often not in keeping with the intent or 
letter of the Policy, managers argued 
that positive outcomes were neverthe- 
less achieved. In other situations, 
although management had achieved a 
reduction in size, less costly alterna- 
tives were available, such as terminat- 
ing term employment. In _ other 
instances, the process used to achieve 
the reduction caused significant dis- 
ruptions to operations and resulted in 
expenditures that, in our opinion, could 
have been avoided. We were unable to 
conclude in 15 (4 percent) of the cases. 
Exhibit 7.12 provides an illustration of 
our overall findings. 


Treasury Board Secretariat’s com- 
ments: Many of the managers who 
engaged in the practices criticized by 
the Auditor General felt that their 
actions were “justified” because they 
saved taxpayers money, renewed their 
workforce, or resolved difficult per- 
sonnel situations. A strong case can be 
made in many instances that this was 
indeed so, but the fact remains that 
they did not comply with the letter and 
intent of the Policy. 


7.67 In our opinion, our findings 
are indicative of trends and patterns 


regarding payments in lieu, notably in 
the months between April 1990 and 
December 1991. 


7.68 A significant number of the 
payments judged to be without founda- 
tion were made in the March to Sep- 
tember 1991 period and were the result 
of “volunteering” as described in para- 
graph 7.52 to 7.55 and Case 2 (see 
Exhibit 7.9). This situation appears to 
have been triggered by the February 
1991 Budget as well as the anticipation 
of the expiration of the Policy and its 
provision for payments in lieu. The 
1991 Budget Speech stated that salary 
increases were to be limited to three 
percent with the caveat that in 
1991-92, if the government, through 
bargaining, was unable to maintain a 
freeze on operating budgets, each in- 
crease of one percent would result in 
the loss of some 2,000 jobs. In the end, 
the government decided, based on the 
fact that there would be no increase in 
pay, not to proceed with this reduction 
in jobs. About one-third of all pay- 
ments in lieu were made between 
March and September 1991.. If we 
exclude from our analysis those pay- 
ments we examined that occurred in the 
peak periods of March, June and 
September 1991, our findings are not 
affected significantly. 


Conclusions ... and 
Some Unanswered 
Questions 


7.69 Payments in lieu have facili- 
tated work force adjustments. The 
provision for payments in lieu, where 
properly used, has made it much easier 
to protect the employment of remain- 
ing employees and to handle work 
force adjustments. Managers have 
suggested that without payments in 
lieu, there would have been a greater 
number of layoffs over the years. In its 
report for the year 1991, the Public 
Service Commission reported that 
1,277 employees were involuntarily 
laid off between 1986 and 1991. 


7.70 The deterioration in the ad- 
ministration of payments in lieu has 
been gradual. There are indications 
that there has been an increase in the use 
of payments in lieu as the only option to 
resolve work force adjustments or 
other personnel problems. Emphasis 
has gradually shifted from redeploy- 
ment and other alternatives to pay- 
ments in lieu. Some of the reasons for 
the deterioration include: 


e weaknesses in the management 
framework that have led to poor 
management practices eroding 
good ones; 


e difficulties related to the identifica- 
tion of actual surplus situations; 


e anemphasis on person—year reduc- 
tions; and 


e the availability of central funding. 


As aresult, the number of payments in 
lieu — and the cost to the taxpayer — 
has been significantly higher than 
necessary. Because of this and also 
because PS 2000 (the government 
initiative for the renewal of the public 
service) advocates greater devolution 
of authority to departments and man- 
agers, we believe there are important 
lessons to be learned from this experi- 
ence and significant improvements 
that need to be made, notably to the 
management framework. 


hg In our opinion, weaknesses in 
the management framework have led 
to significant differences in the inter- 
pretation and application of the Policy. 
Organizations that erroneously and 
liberally applied the provision of pay- 
ments in lieu did not, and were not 
required to, improve their practices. As 
a result, there was a gradual erosion of 
managers’ perceptions of “acceptable 
practices”. This was evident, for 
example, in regions where many de- 
partments share accommodation. 
Managers reported that it was increas- 
ingly difficult to deny requests for 
payments in lieu from employees who 
claimed to know of similar requests in 
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other organizations that were being 
approved. In our opinion, some man- 
agers felt obligated to lower their 
standards to avoid creating inequity 
and morale problems among their em- 
ployees. 


Treasury Board Secretariat’s com- 
ments: Discussions with departments 
are proceeding to establish what hap- 
pened in cases where the Auditor 
General has determined that the 
Policy was used inappropriately or in 
unintended ways. As an initial step, 
the Treasury Board Secretariat has 
reviewed the Auditor General’s find- 
ings with each of the departments in 
which the more detailed examinations 
were conducted and will work with 
them to ensure that necessary correc- 
tive action is taken. 


A need to clarify and better 
understand the roles and 
responsibilities of all players 


7.72 There is a need to clarify and 
better understand the respective roles 
and responsibilities of central agencies 
and departments for managing work 
force adjustments and administering 
the Policy. Who is ultimately respon- 
sible for ensuring that work force 
reductions are achieved and that the 
intent and letter of the Work Force 
Adjustment Policy regarding pay- 
ments in lieu are respected? If it is the 
Secretariat, where specifically does 
this accountability lie? If it is depart- 
ments, how does Treasury Board en- 
sure that departments meet their 
obligations? Who is responsible for 
ensuring that control mechanisms are 
in place and are working? Who is 
responsible for the establishment and 
the maintenance of adequate informa- 
tion systems and the provision of 
accurate information regarding work 
force adjustments and payments in 
lieu? Why were problems in the 
administration of the Policy not identi- 
fied and promptly corrected? 


Treasury Board Secretariat’s com- 
ments: Responsibility for administer- 
ing the Policy and for applying it in 


A significant number of 
the payments judged to 
be without foundation 
were made in the March 


to September 1991 period 


and were the result of 
“volunteering”. 
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Managing work force 
adjustments and the 
provision for payments in 
lieu requires the 
concerted effort of many 
players. 


True empowerment 
means that managers 
with delegated authority 
are provided with the 
information, the tools, the 
training and the support 
they need to exercise 
their authority. 
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individual cases lies with depart- 
ments. Treasury Board is responsible 
for establishing and reviewing the 
Policy. Departments and the Treasury 
Board Secretariat share the responsi- 
bility for monitoring its application by 
departments and for taking corrective 
action within their own area of re- 
sponsibility. Clearly, the well-man- 
aged work force adjustment situations 
cited by the Auditor General show that 
this system can and does work. 


A need to ensure that all players 
work in partnership 


7.73 Managing work force adjust- 
ment situations and the provision for 
payments in lieu requires the concerted 
effort of many players, including those 
in the Secretariat, the Public Service 
Commission, Supply and Services; and 
in departments, from deputy heads to 
managers to pay clerks. For example, if 
a pay clerk is not informed of the 
appropriate coding for payments in 
lieu, the deputy head and the Secre- 
tariat will not have the accurate in- 
formation needed for monitoring 
payments. Who is responsible for 
providing leadership and ensuring that 
the respective roles, responsibilities 
and accountabilities are understood 
by all players; that the process is 
co-ordinated; that problems are identi- 
fied; and that the concerns of each 
player are promptly addressed? 


Treasury Board Secretariat’s com- 
ments: Implementation of the revised 
Work Force Adjustment Directive will 
be fully monitored, including through 
the internal audit activities of depart- 
ments. Treasury Board Secretariat 
will work with heads of personnel, the 
Department of Supply and Services, 
and the Public Service Commission to 
ensure that the related data systems 
operate effectively. During 1993, 
there will be on-site reviews of work 
force adjustment documentation to 
verify that the provisions of the Policy 
are being properly interpreted and 
administered. 


A need to change the mindset 
about empowerment, control and 
accountability 


7.74 In our opinion, there is also a 
need for a change in mindset about 
empowerment, control and account- 
ability. During our audit it became 
evident that some managers were re- 
luctant to interfere in the decision— 
making process of subordinates and 
adopted a hands-off attitude even 
when they were uncomfortable with a 
decision concerning a payment in lieu. 


71.15 Empowerment is not the ab- 
dication of responsibilities. Nor is it 
simply the delegation of authority. 
True empowerment means that man- 
agers with delegated authority are 
provided with the information, the 
tools, the training and the support they 
need to achieve desired results. We 
found that while some managers had 
authority, they did not always have all 
of the necessary information and sup- 
port needed to appropriately exercise 
that authority or to gradually improve 
their practices. For example, some 
managers were not aware of the staffing 
requirements in other parts of their 
organization that would have per- 
mitted them to manage work force 
adjustments better. 


7.76 Management controls such as 
reviews, audits and reports should not 
always be seen as unnecessary con- 
straints. When properly designed and 
used, these tools can contribute to 
improvement in practices over time 
and to the achievement of objectives. 


VAT There is also a need to move 
from an attitude that accountability 
rests only with those having the direct 
authority for making decisions to one 
where people concerned about a situ- 
ation fee] that they have a collective 
responsibility for probity and pru- 
dence. In the course of our audit, some 
people expressed concerns about the 
use of payments in lieu but did not feel 
that they had a responsibility to speak 
up. What information, tools, support 
and control mechanisms need to be 
provided by central agencies and 


departments to ensure that managers 
meet the government’s objectives of 
reducing costs and properly managing 
the provisions of the Policy? How do 
we bring about the desirable attitudinal 
change? 


Treasury Board Secretariat’s com- 
ments: In the final analysis, the Policy 
will be well managed across the Public 
Service when both its intent and its 
letter are fully understood and ac- 
cepted. This is a shared management 
responsibility of central agencies and 
departments. 


A need to determine more 
precisely when a genuine surplus 
situation exists 


7.78 | Paymentin lieu was an option 
initially introduced to reduce the 
burden of redeployment after the gov- 
ernment had announced its five-year, 
15,000 person—year reduction pro- 
gram. It was a specific response to a 
specific situation. It is now a perma- 
nent feature of the Work Force Adjust- 
ment Policy. This implies that if an 
employee is declared surplus, that 
employee can request and — if condi- 
tions are met — obtain a payment in 
lieu and other benefits. Therefore it 
becomes critical to determine if a 
genuine surplus situation exists. 


1p The use of the payment in lieu 
option may be justified in situations 
potentially affecting a large number of 
employees — such as contracting out, 
devolution to other levels of govern- 
mentor the relocation of work units. In 
other situations, however, such as a 
reduction of one or two percent in 
person-years, natural attrition and a 
slow—down or freeze on recruitment 
could be sufficient. There should be no 
need for managers to invoke a work 
force adjustment situation under the 
Policy and to use payments in lieu 
where good management practices 
would suffice. 


7.80 Companies in the private sec- 
tor that have successfully downsized 
have often used financial incentives. 
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However, these incentives were of- 
fered only if the reduction sought was 
significant and if natural attrition 
would not be sufficient; they were 
tailored to fit the needs of the organi- 
zation and were offered for a limited 
period of time — a window — before 
being withdrawn. 


7.81 In the course of our audit, we 
noted that many employees who have 
received payments in lieu were in 
occupational groups where there is a 
continuous demand, such as clerks, 
secretaries and other support person- 
nel, program administrators or even 
experts such as computer science 
specialists. We also noted that some 
800 persons who received payments 
have been back on the payroll at some 
point in time. The public service hires 
some 5,000 indeterminate and more 
than 18,000 term employees every 
year; temporary agency personnel ac- 
counts for an equivalent of some 3,000 
person—years annually; and there is an 
unknown number of individuals work- 
ing under personnel services contract. 
How do we ensure the most economical 
and effective use of these various 
categories of human resources? When 
and in what circumstances is there a 
genuine need to invoke the Policy and 
the use of payments in lieu? Should 
payment in lieu be granted when there 
are suitable employment opportunities 
in other departments or agencies? If 
not, what mechanisms should be in 
place? 


7.82 We are concerned that if pay- 
ments in lieu are routinely used, the 
perceptions that they are an entitlement 
ora “right” regardless of circumstances 
will increase even further. This could 
have a long-term effect on natural 
attrition because of anticipation of 
future inducements. During our inter- 
views, many employees said: “I hope 
that this program will still exist when I 
retire.” Exhibit 7.13 shows that in 
1991, payments in lieu represented a 
somewhat larger percentage of the 
separations of indeterminate em- 
ployees from the public service than in 


There should be no need 
for managers to invoke a 
work force adjustment 
situation under the Policy 
and to use payments in 
lieu where good 
management practices 
would suffice. 


During our interviews, 
many employees said: “I 


hope that this program 
will still exist when | 
retire.” 
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1987. We found, however, that the 
number of separations derived from the 
pay system and reported by the Public 
Service Commission for 1991 and 
previous years were significantly un- 
derstated. How many people paid to 
retire or leave in 1991 would have left 
anyway? How many people are delay- 
ing retirement or resignation in anti- 
cipation of being ina position to request 
payments in lieu in the future? What 
measures should be in place to ensure 
that the public service has an appropri- 
ate separation rate in the context of 
long-term financial constraints and 
continuous work force adjustments? 


A need to determine if other 
policies or other mechanisms 
should be available for application 
in certain situations 


7.83 As mentioned in paragraph 
7.56 and described in Cases 3 and 4 (see 
Exhibits 7.10 and 7.11), ina number of 


Exhibit 7.13 


Relationship Between Separations* 
from the Public Service (Indeterminate Employees) 
and Payments in Lieu 
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ae Separations — Indeterminate Employees 
\) Ae 
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Note: Graph based on payments for which information required for analysis was available. 
* The number of separations excludes layoffs. 


Source: Public Service Commission reports (Separations 
— indeterminate employees) 
Departmental reports to OAG (payment in lieu) 
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instances, managers have used pay- 
ments in lieu for work force renewal or 
for solving performance or other per- 
sonnel problems. Many felt that pay- 
ments in lieu were an appropriate and 
humane way to resolve some of these 
problems, notably because no other 
policy or mechanism permitted the 
negotiation of the terms of the termina- 
tion of employment in such situations. 
They were aware, however, that this 
was not the objective or intent of the 
Policy. 


7.84 While we sympathize with 
managers faced with such problems, 
we have concerns about using the 
provisions of the Policy to resolve 
them. There are many reasons for this, 
including the following: 


e The Policy was not established for 
these purposes. 


e All benefits flowing from the 
application of the Policy auto- 
matically “kick in’. 


e In many instances, management 
incurs additional costs to have 
someone perform the duties of the 
person who has left. 


e Thelack of consistency in approach 
could lead to labour relations prob- 
lems and litigation. 


e The use of payments in lieu in such 
situations can affect the morale of 
those remaining on the job. 


7.85 Private sector companies have 
different policies to meet different needs. 
For example, they use financial incen- 
tives to negotiate the termination of 
employment of persons with perform- 
ance problems, notably to avoid litiga- 
tion. In such situations, however, the 
incentives are less generous than those 
used when the termination is due to lack 
of work or discontinuance of a function. 
The use of such incentives is tightly 
controlled to prevent abuse and to ensure 
consistency, fairness and equity. Simi- 
larly, companies offer different benefit 
packages to employees “volun- 
teering’”, depending on whether they 


are already eligible for retirement, 
close to retirement or would welcome a 
change of career. Should there be other 
policies or mechanisms to deal with 
things other than lack of work or 
discontinuance of a function, such as 
work force renewal? 


Treasury Board Secretariat’s com- 
ments: Treasury Board Secretariat is 
reviewing whether additional policy 
tools are required to assist managers 
with work force renewal and other 
situations in which the Work Force 
Adjustment Policy was found to be 
applied inappropriately. 


A need to shift emphasis from 
reducing personnel to eliminating 
unnecessary or non-essential work 


7.86 The emphasis that the govern- 
ment has placed on person—year reduc- 
tions may have had important negative 
side-effects, including unintended re- 
ductions in levels of service or limits to 
management flexibility in making 
cost-effective decisions. Recent 
Studies and surveys of downsizing 
practices and our own observations 
reveal that, while politically attractive, 
the first objective of downsizing should 
not be to eliminate workers or to reduce 
person-years. Instead, emphasis 
should be on the elimination of unnec- 
essary, non-essential work or waste, 
improvements in decision making and 
the maintenance of or improvements in 
the levels of service at a lower cost over 
time. 


A need to ensure that managers 
consider the full cost of their 
decisions 


7.87 Central funding of payments 
in lieu using either departmental appro- 
priations or Vote 5 — Government 
Contingencies — has also had signifi- 
cant side effects: 


e It conveyed the paradoxical mess- 
age that as long as person—years 
were reduced, cost—effectiveness 
was not important. 
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e It resulted in managers recom- 
mending or authorizing payments 
in lieu without being aware of the 
cost of their decisions. 


As a result, managers made decisions 
regarding payments in lieu without 
concerns for  cost-effectiveness. 
Would managers have reacted differ- 
ently to requests for payments in lieu if 
they had known, and if their budgets 
had had to absorb, the full cost of their 
decisions? 


Treasury Board Secretariat’s com- 
ments: Access was provided to 
Treasury Board Vote 5 to accommo- 
date work force adjustment costs asso- 
ciated with the five-year person—year 
downsizing program announced in 
May 1985 Budget in situations where 
departmental appropriations were ex- 
hausted. Since the conclusion of the 
downsizing program in 1990-91 de- 
partments have been liable for all 
work force adjustment costs other than 
those arising directly from a Budget 
measure where permanent savings in 
salary costs are expected. 


7.88 In the context of PS 2000, the 
government has announced that, effec- 
tive in 1993-94, all departments will 
have single operating budgets and that 
controls on person-years will no longer 
exist. The concept of the single operat- 
ing budget implies that managers faced 
with the problem of having to reduce 
costs will have the flexibility to decide 
on the best alternative for achieving 
cost-savings. Our observations lead us 
to believe that this could be a move in 
the right direction, but that it may not be 
sufficient. 


Treasury Board Secretariat’s com- 
ments: The discipline embodied in the 
Operating Budget regime will rein- 
force the requirement that managers 
be accountable for the full financial 
consequences of their decisions, in- 
cluding those arising from the applica- 
tion of the Work Force Adjustment 
Directive. 


7.89 For expenditure reductions to 
be definitive and effective, the nature 


Would managers have 
reacted differently to 
requests for payments in 
lieu if they had known, 
and if their budgets had 
had to absorb, the full 
cost of their decisions? 
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and level of services to be provided 
must be determined and the cost of 
providing these services must be calcu- 
lated. Service level standards and the 
cost of providing these services must be 
used as the basis to “work smarter” to 
reduce costs while maintaining or im- 
proving the level of service over time. 
This requires that managers assume or 
consider the full cost of their decisions 
including payments in lieu. If it is not 
possible for a manager to assume the 
full cost of his/her decisions, the situ- 
ation should be managed so that the 


costs not borne directly by the manager 
are fully considered in the decision— 
making process. 


Treasury Board Secretariat’s com- 
ments: Errors have been made and the 
government is concerned about this. 
But with appropriate safeguards and 
encouragement of responsible action 
by its managers, the government is 
convinced that the policy of delegating 
to departments responsibility for ad- 
ministering the work force adjustment 
provisions is the best approach. 
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Main Points 


8.1 “Search and rescue” involves looking for and aiding people in distress. Although 
individuals are primarily responsible for their own safety, all levels of government, as well as 
members of the public, respond when people are in distress. 


8.2 The times and locations of distress situations are not predictable, and no amount of 
resources can guarantee that all people will be saved. The federal government has located search and 
rescue resources at selected sites to respond to marine incidents in international and coastal waters 
and to air incidents. Other federal and non—federal resources are expected to, and do, respond to 
incidents in other areas. For air and marine incidents that are a federal responsibility, the federal 
government co-ordinates the response of all available resources. 


8.3 Timeliness of response, which usually depends on the proximity of rescue resources to 
incidents, is a critical factor in saving people in distress. Our review of the reported air and marine 
distress incidents for 1989 and 1990 noted that even in areas where federal search and rescue 
resources were available, other resources often performed the rescue because they were closer to the 
scene. 


8.4 The federal search and rescue system provides a reasonable response delivered by limited 
federal resources, volunteer groups and other resources. Federal resources play a key role in 
co-ordinating the response in air and marine incidents, but our analysis of distress incidents shows 
that federal search and rescue vessels and aircraft were instrumental in incident resolution less than 
20 percent of the time. The search and rescue vessels of the Canadian Coast Guard played a key role 
in 12 percent of the reported marine distress incidents. The search and rescue aircraft of the 
Canadian Forces played a key role in 26 percent of the air and 3 percent of the marine distress 
incidents reported. 


8.5 The requirement for federal search and rescue resources has the potential to be reduced by 
expanding the use of other federal and non—federal resources, such as the Canadian Marine Rescue 
Auxiliary. 


8.6 Search and rescue patrol vessels often provide towing service to vessels requiring 
assistance. They provided critical assistance to a distress incident in the offshore area in one case. It 
should be possible to ensure that virtually the same extent of response for such incidents would be 
maintained by using other government vessels and vessels of opportunity, which are required to 
respond to distress incidents. 


8.7 Information necessary to determine the need for search and rescue resources and 
alternatives for providing search and rescue services is incomplete. 


8.8 Service standards, specifying a standard timeframe for resources to reach the incident site, 
have not been developed. Performance in relation to such standards should be used to assess the 
appropriateness of the location and extent of resources and, where applicable, the need to change the 
standards. 
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Introduction 


8.9 “Search and rescue”, as de- 
fined by the federal government, “com- 
prises the search for and the provision 
of aid to persons, ships or other craft 
that are, or are feared to be, in distress or 
imminent danger.” Search and rescue 
activities also include efforts to prevent 
the occurrence of such events. 


8.10 Canada’s population is wide- 
ly dispersed throughout its vast, rugged 
and varied terrain. The coasts are 
exposed to the full effect of storms off 
the Atlantic, Pacific and Arctic 
Oceans, and our inland bodies of water 
are among the largest in the world. The 
Canadian Rockies and Canadian 
Shield overlie much of the land mass. 
Our weather involves extreme cold in 
winter and significant levels of annual 
precipitation, often aggravated by 
wind, fog, fire and avalanche condi- 
tions. It is not surprising that incidents 
occur that require search and rescue 
operations. 


8.11 Individuals are primarily re- 
sponsible for their own safety and for 
not endangering others. Nevertheless, 
when dangerous and life-threatening 
Situations arise, assistance is often 
required. In many cases, private citi- 
zens provide assistance. All levels of 
government also maintain resources to 
be able to respond to people in distress. 


8.12 Provincial, territorial and mu- 
nicipal governments, usually through 
their police forces, are responsible for 
the search for and rescue of persons 
who are missing or in distress on land or 
inland waters. 


8.13. The federal government has 
established a program to provide 
search and rescue services to: 


e aircraft using Canadian airspace 
and part of the international air- 
space over the Atlantic and Pacific 
oceans as specified in the Conven- 
tion on International Civil Avi- 
ation; 
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e vessels using the Canadian waters 
of the Great Lakes, the St. Law- 
rence River and the Canadian 
waters, and parts of the interna- 
tional waters, of the Atlantic, Pa- 
cific and Arctic oceans as specified 
in the International Conventions 
for Safety of Life at Sea, on the 
High Seas, and on Maritime Search 
and Rescue; and 


e users of our national parks. 


8.14 The search and rescue acti- 
vities of the federal, provincial, terri- 
torial and municipal governments are 
referred to in the Department of 
National Defence Part III of the Esti- 
mates as the National Search and 
Rescue Program. The objective of the 
program is to save lives by enhancing 
search and rescue prevention and the 
provision throughout Canada’s ac- 
cepted area of responsibility of effec- 
tive and affordable search and rescue 
services. In providing search and 
rescue services to marine and air inci- 
dents, federal resources are assisted by 
volunteers, the private sector and other 
levels of government. In the context of 
the above, the objective of the federal 
element is to prevent loss of life and 
injury through search and rescue alert- 
ing, responding and aiding activities, 
which use public and private resources, 
including, where possible and directly 
related thereto, reasonable efforts to 
minimize damage or loss of property; 
and by ensuring appropriate priority to 
aviation and marine safety measures 
focussed on owners and operators most 
commonly involved in search and 
rescue incidents. 


Background 


8.15 The Department of National 
Defence (DND) co-ordinates federal 
search and rescue activities through 
Rescue Co-ordination Centres located 
in Halifax, Trenton, Edmonton, and 
Victoria. In addition, the Department 
provides 11 fixed—wing aircraft and 13 
helicopters, which are primarily used 
for response to air and marine search 


Individuals are primarily 
responsible for their own 
Safety. 
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and rescue incidents (see Exhibit 8.1). 
These resources are established and 
equipped for search and rescue oper- 
ations and manned by search and 
rescue trained crews. Other DND air 
and marine resources are secondary 
search and rescue resources, which 
respond to search and rescue non- 
distress incidents when available and 
distress incidents when required. 


8.16 | The Department of Transport 
provides an air and a marine communi- 
cations network to detect distress radio 
signals and to provide a communica- 
tions capability for safety, search and 
rescue and other purposes with aircraft 
and vessels at sea. The Canadian Coast 
Guard (CCG) also provides primary 
marine search and rescue response 
through a fleet of 42 search and rescue 
vessels and 27 seasonal inshore rescue 
boats (see Exhibit 8.2). The balance of 
its fleet of vessels and aircraft is 
involved in search and rescue as a 
secondary role. The Coast Guard also 
operates the marine rescue sub—centres 
in Quebec City and St. John’s, New- 
foundland, and provides marine con- 
trollers at three of the Rescue 
Co-ordination Centres. The Coast 
Guard controllers are primarily in- 
volved in co-ordinating marine search 
and rescue response. 


8.17 These arrangements enable 
Canada to fulfil its air and marine 
search and rescue obligations under 
international conventions to: 


® monitor air and marine distress 
calling frequencies for distress 
calls and provide the capability to 
conduct safety and search and res- 
cue communications; 


e arrange for the establishment and 
provision of 24-hour search and 
rescue services to specific areas; 


e co-ordinate and arrange for provi- 
sion of adequate search and rescue 
services around the sea coast; 


e designate, as rescue units, elements 
of public or private services suita- 
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bly located and equipped for search 
and rescue; and 


e abide by other international stand- 
ards and recommended practices in 
the provision of search and rescue 
services for aircraft and vessels. 


8.18 A “search and rescue inci- 
dent” is recorded when the federal 
resources in the search and rescue 
system are alerted. An incident is 
classified as a “distress incident” when 
there is reasonable certainty of people 
being in imminent danger and requir- 
ing immediate assistance. There were 
1,800 air search and rescue incidents 
recorded in 1989 and 1990. Of these, 
326 were recorded by the Rescue 
Co-ordination Centres as distress inci- 
dents. There were 14,361 marine 
search and rescue incidents recorded 
over the same period. Of these, 1,594 
were recorded by the Rescue Co- 
ordination Centres as distress inci- 
dents. 


8.19 In addition to the Department 
of National Defence and the Canadian 
Coast Guard, volunteers, commercial 
operators, members of the public and 
other levels of government and federal 
departments, all make a contribution in 
the provision of search and rescue. One 
organization that is involved in many of 
these distress and non—distress inci- 
dents is the Canadian Marine Rescue 
Auxiliary (CMRA). Under Canadian 
Coast Guard direction, the Auxiliary 
was established in 1979 to provide 
co-ordinated volunteer assistance in 
marine search and rescue incidents, 
particularly where Canadian Coast 
Guard vessels were not in proximity, 
and to aid in the prevention of inci- 
dents. The CMRA participated in 
3,762 incidents, distress and non- 
distress, in 1989 and 1990. More 
recently, in 1986, the Civil Air Search 
and Rescue Association was formed to 
provide similar co-ordinated volun- 
teer assistance related to air incidents. 
Further, 14 Department of Fisheries 
and Oceans vessels provide support to 
the search and rescue program as a 
secondary role. In the fiscal year 


In search and rescue, 
federal resources are 
assisted by volunteers, 
the private sector and 
other levels of 
government. 
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1989-90, these vessels were involved 
in 184 incidents, while the remainder of 
its fleet was involved in an additional 
115 incidents. 


8.20 The federal search and rescue 
system has been developed over the 
years to deal with Canada’s large area 
of search and rescue responsibility. A 
reasonable response is_ provided 
through limited federal resources, as- 
sisted by volunteer groups developed 
over the years and by other resources. 
In comparison, the United States has 
normally less severe weather condi- 
tions, more federal resources available 
and less volunteer involvement. 


8.21 The main users of federal 
search and rescue resources are people 
engaged in marine and air activities, 
such as recreational boating or flying 
and commercial shipping or fishing. 
There are currently more than two 
million recreational boats, 20,000 reg- 
istered fishing vessels and 7,760 regis- 
tered commercial shipping vessels in 
Canada, a significant portion of which 
are in waters served by the federal 
government. In addition, there are 
approximately 28,000 aircraft, includ- 
ing 1,440 helicopters, registered in 
Canada. The large number of foreign 
vessels and aircraft that travel through 
Canada’s area of responsibility also 
rely on the Canadian search and rescue 
system. 


8.22 The operating expenditures 
for federal search and rescue activities 
are about $200 million annually, the 
majority of which is to provide federal 
primary search and rescue resources. 
Total federal search and rescue re- 
sources have a replacement value of 
more than $1.5 billion, about $1 billion 
for the Department of National De- 
fence and about $360 million for the 
Canadian Coast Guard, which ex- 
cludes $185 million for the equivalent 
cost of patrol vessels where such 
vessels have been decommissioned 
and patrolling operations have been 
continued through other Canadian 
Coast Guard vessels. 
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8.23 The federal search and rescue 
resources also respond to requests for 
humanitarian aid or assistance to civil 
authorities. Most of the 1,564 such 
incidents in 1989 and 1990 were the 
responsibility of provincial and local 
authorities. However, some involved 
the evacuation of people from vessels 
because of medical emergencies. Al- 
though these incidents did not involve 
searches, federal resources were ex- 
pected to, and did, respond to these 
incidents, which are considered dis- 
tresses under international convention. 
Federal search and rescue resources, 
mainly helicopters, responded to 145 
of these incidents. We have included 
the time spent on all these incidents in 
our review of the hours of utilization of 
federal search and rescue resources. 


Audit Scope and 
Criteria 


8.24 This audit focussed on the 
federal search and rescue activities, 
particularly the operation of federal 
resources used to aid people in distress. 
We also reviewed the management of 
the National Search and Rescue Pro- 
gram. Exhibit 8.3 shows the scope of 
our examination. 


8.25 In carrying out our audit, we 
expected to find that the federal search 
and rescue program would be planned, 
controlled and monitored in such a 
manner as to contribute to the preven- 
tion of loss of life or injury. In this 
regard, we expected to find that search 
and rescue services were delivered 
with due regard to economy and effi- 
ciency. 


8.26 The provincial and municipal 
search and rescue activities were not 
audited, although their impact on fed- 
eral activities was given consideration. 
The Royal Canadian Mounted Police 
were not audited because their search 
and rescue activities are generally 
carried out on behalf of provincial 
authorities. Activities in the national 
parks were also excluded because they 
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are not a major portion of the federal 
expenditures. 


8.27 For our review of search and 
rescue prevention activities, our focus 
was on the regulation, enforcement and 
promotion of safe operation for small 
vessels. Large commercial and fishing 
vessel safety, examined by our Office 
in 1989, and aviation safety were not 
reviewed in this audit. 


8.28 The Department of National 
Defence helicopter replacement pro- 
ject, which was in the planning phase at 
the time of our audit, was reviewed in 
relation to its potential impact on 
federal search and rescue resources. 


Exhibit 8.3 
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responsible for search and rescue incidents involving people in aircraft, people in 
vessels in coastal and international waters, and users of national parks 


responsible for search and rescue incidents involving people in vessels in inland 
waters, swimmers and missing persons on land 


an 


~ Resource 
Planning & =~ 
Allocation = 


Observations 


Previously Proposed 
Solutions Have Not Been 
Fully Implemented 


Significant elements of a National 
Search and Rescue Program have 
not been developed 


8.29 There have been several 
studies on the organization, mandate 
and interdepartmental co-ordination 
of federal search and rescue activities. 
These studies include the 1976 Report 
to the Treasury Board on the Interde- 
partmental Review of Marine Search 
and Rescue, the 1982 Report to the 
Cabinet on an Evaluation of Search and 
Rescue and the 1985 Report of the 
Royal Commission on the Ocean 
Ranger Marine Disaster. These reports 
made numerous detailed recommen- 
dations to improve the management of 
and accountability for search and res- 
cue. As an overall solution, both the 
1982 Evaluation and the 1985 Royal 
Commission reports recommended the 
establishment of a National Search and 
Rescue Program with roles for federal, 
provincial and local authorities and 
participation by the private sector and 
members of the public, and the creation 
of an organization, independent of the 
delivery departments, to design and 
manage this program. 


8.30 In 1986, the Minister of 
National Defence was reaffirmed as 
having authority and accountability for 
the co-ordination of the National 
Search and Rescue Program. The 
National Search and Rescue Secre- 
tariat was given responsibility for the 
development of the program. Delivery 
departments, in particular the Depart- 
ment of National Defence and the 
Canadian Coast Guard, were to be 
accountable for the delivery of the 
federal element of the program in 
accordance with approved levels of 
service. 


8.31 Volunteers and other levels of 
government do participate in search 


and rescue activities. Nevertheless, to 
fully implement a National Search and 
Rescue Program, as endorsed by Cabi- 
net, other levels of government need to 
be more fully integrated into the pro- 
gram. Other aspects of the program not 
yet implemented include agreement on 
a national policy, a management in- 
formation system, and service stan- 


dards needed for effective 
management. 
8.32 The Royal Commission on 


the Ocean Ranger Marine Disaster 
identified the principal approaches for 
providing search and rescue services. 
These approaches range from a “dedi- 
cated rescue service”, which would 
require full support by federal re- 
sources, to “response when all else 
fails”, which might not require any 
federal search and rescue resources. 
The appropriate approach within this 
range has not yet been clearly identi- 
fied as a basis for determining the 
required level of federal search and 
rescue resources. 


8.33. Major computer-based pro- 
jects for policy research and for oper- 
ational and management information, 
costing more than $4 million, have not 
been successfully implemented. A 
level of service initiative has been 
underway for several years, but no 
agreement has been reached on ways of 
measuring levels of service, let alone 
the standards or targets that should be 
achieved. 


8.34 Although the federal govern- 
mentis expected to respond to people in 
distress, it does not, and could not be 
expected to, provide all search and 
rescue response. Volunteers, the 
public, or provincial or other jurisdic- 
tions are expected to, and often do, 
provide the resources necessary to 
Carry out a rescue. Our review has 
indicated that although the federal 
search and rescue resources were often 
called upon first in search and rescue 
incidents, they did not carry out the 
actual rescue for most distress inci- 
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dents, because other resources closer to 
the scene were able to. 


8.35 The recommendations of the 
1982 Evaluation of Search and Rescue 
and the Royal Commission on the 
Ocean Ranger Marine Disaster, as well 
as subsequent directions arising from 
these reports, directed federal search 
and rescue activities towards greater 
integration, more extensive manage- 
ment planning, more examination of 
trade-offs and increased prevention 
efforts. Some of these recommenda- 
tions and policy directions have not 
been achieved to date. As a result, 
opportunities still exist to deliver 
search and rescue more economically 
and efficiently through the greater use 
of volunteers and other resources and 
through more use of other federal 
resources. These opportunities war- 
rant further consideration. 


8.36 Despite efforts and recent 
agreement on the roles and responsibi- 
lities of federal participants, much 
more needs to be done in the develop- 
ment of the National Search and Res- 
cue Program. A truly national program 
would rely on a combination of federal 
and other resources in program deliv- 
ery. The provincial and other jurisdic- 
tions responsible for land and inland 
water search and rescue services would 
have to play a significant role in the 
development and delivery of a national 
program. In view of the lack of 
progress, legislation may be required to 
set out the objectives and principles of 
the program and to provide for the 
establishment of arrangements with 
provincial and other jurisdictions as to 
responsibility for providing search and 
rescue resources. To be effective, the 
program requires a process that would 
facilitate and encourage the co— 
operation and co-ordination of all 
participants. 


8.37 All departments and 
agencies involved in search and res- 
cue should accelerate efforts to reach 
agreement on the principles of the 
National Search and Rescue Pro- 


To fully implement a 
National Search and 
Rescue Program, other 
levels of government 
need to be more fully 
integrated into the 
program. 
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gram and should develop applicable 
legislation, if required. 


Interdepartmental response: The fed- 
eral participants with responsibilities 
for search and rescue have agreed on 
the objectives and principles of the 
National Search and Rescue Program 
as published in the National Search 
and Rescue Program Concept, which 
was approved by the Interdepart- 
mental Committee on Search and Res- 
cue (ICSAR) on 17 October 1991 and 
signed by the Lead Minister for Search 
and Rescue on 25 February 1992, and 
on the federal search and rescue 
activities as stated in the Roles and 
Responsibilities Documents approved 
by the Interdepartmental Committee 
on Search and Rescue on 9 April 1992. 
Development of applicable legislation 
is not required at this time. 


Service standards are lacking 


8.38 One of the major recommen- 
dations of previous studies concerned 
the development of service standards. 
Service standards should be based on 
need and indicate the extent to which 
available resources should be able to 
respond to incidents and provide assist- 
ance within a specified period of time. 
The 1982 Evaluation of Search and 
Rescue stated that there was no policy 
on required service standards for 
search and rescue in Canada and that 
standards would be valuable for deter- 
mining resource needs, showing the 
public the amount of self—help ex- 
pected and providing the basis for 
performance measurement. The Royal 
Commission on the Ocean Ranger 
Marine Disaster also identified service 
standards as a key accountability tool 
for delivery departments. 


8.39 The Canadian Coast Guard 
monitors performance against effec- 
tiveness goals that state, depending on 
the severity of the incident, a percen- 
tage of lives that are expected to be 
saved. Neither the Coast Guard nor 
DND have established service stan- 
dards that cover all the time elements of 


search and rescue response. Both have 
established a standard for the readiness 
time element only. DND search and 
rescue aircraft are expected to be able 
to take off within 30 minutes of noti- 
fication during normal working hours 
and two hours otherwise. The Coast 
Guard search and rescue vessels are 
expected to be able to get underway 
within 30 minutes of notification when 
on stand-by. 


8.40 Service standards need to be 
developed, taking into account such 
factors as transit time, weather, sever- 
ity of incident (distress or non—- 
distress), need for search, and speed of 
notification. Changes in the average 
number of distress incidents in a loca- 
tion could also be a factor in establish- 
ing service standards. For less 
populated areas, where there are fewer 
incidents, federal search and rescue 
resources are not nearby, and thus the 
response time from these resources 
would be longer. Other resources often 
perform rescues in these locations. Asa 
result, and given that operators of 
aircraft and vessels have the basic 
responsibility for carrying out their 
own activities safely, federal search 
and rescue resources should not. be 
expected to be available to meet all 
needs. 


8.41 The United States Coast 
Guard has established a standard for 
federal resources to arrive at the scene 
within two hours of notification of an 
incident. The two-hour timeframe 
includes time for getting ready, travel- 
ling to the area and locating the scene. 
Adherence to this standard is moni- 
tored. The standard response time 
would not necessarily be the same in 
Canada because of differences in avail- 
ability of resources, weather and dis- 
tances to be covered. Nevertheless, the 
United States example indicates that 
service standards can be established. 


8.42 Each of the delivery depart- 
ments should establish and use 
search and rescue service standards 
to: 


(a) plan for resources; 


(b) monitor the use of and need for 
resources; and 


(c) indicate to the public the response 
standards to be expected of search 
and rescue resources. 


Interdepartmental response: It is 
agreed that service standards capable 
of addressing the recommendation are 
required and both CCG and DND have 
developed service standards which 
Satisfy their individual requirements. 
Departmental statements differ be- 
cause of the inherent differences be- 
tween air and marine search and 
rescue incidents, response require- 
ments and geographical factors. DND 
and CCG remain unconvinced that 
time-based service standards as en- 
visaged by the OAG would be benefi- 
cial or practical, as they do not 
provide a true indication of the search 
and rescue program's effectiveness. 


Opportunities Exist to 
Improve Program Delivery 


Federal search and rescue 
resources do not perform the 
rescue in most distress incidents 


8.43 Out of the 1,800 air incidents 
to which the federal search and rescue 
service was alerted in 1989 and 1990, 
the Rescue Co-ordination Centres re- 
corded 326 as distresses (see Exhibit 
8.4). Our analysis indicated that feder- 
al primary search and rescue resources 
played a critical role in locating or 
rescuing in 86 of these distress inci- 
dents. It also indicated that the search 
and rescue technicians and the special- 
ized equipment carried by these re- 
sources, such as hoists and survival 
kits, were used in 37 distress incidents. 


8.44 Of the 14,361 marine inci- 
dents to which the federal search and 
rescue service was alerted in 1989 and 
1990, 1,594 were recorded as distresses 
(see Exhibit 8.5). We examined the 
916 of these marine distress incidents 
that involved federal search and rescue 
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resources, and our analysis indicated 
that the Canadian Coast Guard re- 
sources played a critical role in locating 
or rescuing in 187 of these incidents. 
The Department of National Defence 
resources played a critical role in 
locating or rescuing in 48 marine 
distress incidents; they used special- 
ized equipment in 23 of these. Search 
and rescue resources often participate 
in a search, even though they may not 
locate the scene or may not perform the 
rescue. This may be due to the nature of 
the incident or because others per- 
formed the rescue. In some cases, the 
federal search and rescue resources 
provided on-scene co-ordination of all 
the other resources participating in the 
search. 


8.45 Our analyses were based only 
on the distress incidents to which the 
Rescue Co-ordination Centres were 
alerted. However, there are many 
distress situations to which they do not 
get alerted. Many air and marine 
accidents reported to the Canadian 
Transportation Accident Investigation 
and Safety Board (CTAISB) were of a 
nature similar to distress incidents, but 
federal search and rescue resources 
were not alerted. Any response necess- 
ary in these air and marine accidents 
was provided by other resources. 


Expanded use of volunteer and 
other resources should be pursued 


8.46 Although all incidents, dis- 
tress or non-distress, need to be re- 
solved, not all require response. When 
response is required, proximity of re- 
sources to the scene is critical to saving 
people in distress. Current federal 
primary search and rescue resources 
are not able to provide a timely re- 
sponse in all distress situations. In 1989 
and 1990, volunteer and other federal 
and non-federal resources played a 
critical role in five out of six marine 
distress incidents, often because of 
their proximity. In a country as vast as 
Canada, with the large number of 
incidents requiring response, the ex- 
panded use of such other resources 
could reduce the demand on and re- 
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Volunteer and other 
resources played a critical 
role in five out of six 
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quirement for federal search and rescue 
resources. 


8.47 With the assistance of the 
Canadian Coast Guard, the involve- 
ment of the Canadian Marine Rescue 
Auxiliary in search and rescue acti- 
vities has grown, since its inception in 
1979, to the point where the Auxiliary 
is NOW participating in about 25 percent 
of the marine incidents. The Coast 
Guard has, in a few locations, estab- 
lished the practice of loaning vessels to 
the Auxiliary for search and rescue 
service. Although it will take time and 
planning, there is the potential to 
expand the Auxiliary’s role by increas- 
ing the reliance on volunteers and the 
number of loaned vessels. 


8.48 Recent Coast Guard search 
and rescue capital resourcing decisions 
have not taken into consideration the 
availability of other resources such as 
the Auxiliary. For example, the in- 
formation submitted regarding the 
decision to replace 15 lifeboats made 
no reference to the availability of other 
resources. Nor did this submission 
assess the continuing need for some of 
those lifeboats, which had not played a 
critical role in any distress incidents in 
recent years. Our analysis indicated 
that 4 of these 15 lifeboats had not 
performed the rescue in any distress 
incidents for 1989 and 1990. In addi- 
tion, in one of the communities where a 
lifeboat replacement was planned, 
there were already several Auxiliary 
vessels and a police vessel. Also, the 
fire department planned to acquire a 
hovercraft. Further, there was only one 
distress incident in which this lifeboat 
performed the rescue for 1989 and 
1990. 


8.49 The Civil Air Search and 
Rescue Association (CASARA) was 
established in 1986 to provide co- 
ordinated volunteer assistance in 
searching and to aid in the prevention of 
air incidents. The volunteers of the 
Association participated 298 times in 
incidents in 1989 and 1990. DND has 
stated that there is potential for having 


more fixed—wing search activities con- 
ducted by CASARA. The Department 
needs to develop, in conjunction with 
the Association, a plan to ensure that 
this potential is achieved. 


8.50 Other volunteer groups that 
have been set up to assist in searches on 
land or inland waters have been used in 
air and marine incidents under federal 
jurisdiction. There may be opportu- 
nities to rely more on these groups in the 
future. In addition, there are opportu- 
nities to rely more on chartered heli- 
copters in search and_ rescue 
operations. 


8.51 The Canadian Coast Guard 
and the Department of National De- 
fence should continue to pursue the 
opportunities to increase the use of 
volunteers and other resources in 
search and rescue activities. 


DND response: DND is extremely 
pleased with the development of the 
Civil Air Search and Rescue Associ- 
ation (CASARA). Canadian Forces 
search and rescue Officials will con- 
tinue to work closely with CASARA 
executives to achieve the full potential 
of the volunteer contribution to the 
Canadian search and rescue service. 


Canadian Coast Guard response: 
Agreed. The Canadian Coast Guard 
will continue to support the use of 
volunteers in search and rescue acti- 
vities, while keeping in mind the 
importance of adequate training and 
procedures. 


The provision of search and rescue 
service with patrol vessels requires 
re-examination 


8.52 Even with appropriate sur- 
vival equipment, the typical limit of 
life expectancy in the vast majority of 
search and rescue incidents is less than 
six hours. Search and rescue patrol 
vessels (Types 600 and 500) can reach 
any location within an area of approxi- 
mately 25,000 square miles in a six— 
hour period. Canada is responsible for 
providing marine search and rescue 
services over hundreds of thousands of 


square miles of ocean. The combined 
coverage of the search and rescue 
patrol vessels is only a small fraction of 
this and, in effect, only provides a few 
additional vessels at sea that may or 
may not be close enough to respond in 
time. 


8.53. The 1989 National Search and 
Rescue Secretariat offshore study 
noted that the Type 600 vessels had not 
been critical to saving any lives during 
the period 1983 to 1987. A 1992 
Department of Transport program 
evaluation of search and rescue indi- 
cated that the costs of providing these 
vessels exceeded the benefit provided. 


8.54 Our analysis indicated that 
the eight patrol vessels in service in 
1989 and 1990 played a critical role in 
one distress incident offshore, although 
other resources were on-scene at the 
time. The patrol vessels did play a 
critical role in a number of incidents 
inshore during this period. In practice, 
patrol vessels perform as any other 
vessel at sea, in that they respond and 
play a critical role in distress incidents 
only when they are the closest resource. 
The patrol vessels were also used to 
respond to non-—distress incidents, 
some of which the Coast Guard judged 
to have the potential to deteriorate into 
a distress situation if assistance were 
not provided. For the years under 
review, incidents of this type were not 
distinguished from other non— 
distresses. A revision to the classifica- 
tion of incidents is currently under way 
to provide this distinction. 


8.55 The Coast Guard has imple- 
mented an overall fleet restructuring, 
which has reduced the size of the fleet. 
As part of this restructuring, the Coast 
Guard recently decommissioned two 
search and rescue patrol vessels and 
plans to decommission one of the five 
remaining patrol vessels. Search and 
rescue services in the ocean have 
remained unaffected, since other 
vessels from the overall fleet now carry 
out search and rescue patrols on a 
rotational basis. 
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8.56 If there were no search and 
rescue patrol vessels, distress situ- 
ations would continue to be handled by 
aircraft as well as other government 
and non-government vessels which, in 
accordance with the “law of the sea”, 
must respond to such incidents. It 
would be necessary to assess the risk of 
search and rescue incidents in particu- 
lar areas at certain times of the year and 
to develop a plan to ensure that re- 
sources would be available if and when 
needed. For potential distress and other 
non-distress incidents, other govern- 
ment vessels should be able to provide 
the response required, since the nature 
of these situations normally does not 
call for as urgent a response. This 
would require some change in the 
current approach in order that other 
government vessels would respond to 
potential distresses on a priority basis 
when deemed appropriate. 


8.57 The Canadian Coast Guard 
should consider the appropriateness 
of decommissioning all search and 
rescue patrol vessels and discontinu- 
ing search and rescue patrols. 


Canadian Coast Guard response: 
Agreed. However, caution must be 
exercised so as not to jeopardize the 
effectiveness of the search and rescue 


The appropriateness of 
discontinuing search and 
rescue patrols should be 
considered. 


Search and rescue patrol vessel (see paragraph 8.52). 


225 


Two helicopters meet the 
majority of the training 
allocation and operational 


requirements. 
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A Labrador helicopter used in search and rescue (see paragraph 8.59). 
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response and the Coast Guard’s capa- 
bilities in other program areas such as 
pollution response, which these units 
also support. It must also be noted that 
search and rescue missions are in- 
herently dangerous, and the right 
capability in both people and equip- 
ment has a direct impact on distress 
resolution and saving life. 


More use of other federal 
resources for search and rescue is 
possible 


8.58 The Department of National 
Defence currently uses its fleet of 
Hercules fixed-wing aircraft in 
Edmonton to carry out search and rescue 
as well as air transport operations. One 
of the 14 Hercules aircraft is available 
for search and rescue on a continuous 
basis. This provides the advantage that 
fewer primary search and rescue air- 
craft are needed because back-up ser- 
vices are provided through the larger 
aircraft fleet. A similar approach has 
recently been adopted with Hercules 
fixed—wing aircraft in Trenton. The 
number of primary search and rescue 
fixed-wing aircraft have been re- 
viewed, and a plan is being implem- 
ented to reduce them from 18 to 6. 


8.59 There are a number of mili- 
tary helicopters assigned primarily to 
meet search and rescue operational and 
training requirements. At the time of 
our review, there were two Labrador 
helicopters in Comox used primarily 
for initial air crew training. Three 
Labradors were located at each of 
Comox, Trenton, Greenwood and Gan- 
der for search and rescue operations. 
On average, each operations helicopter 
flew 165 hours per year for search and 
rescue operations. 


8.60 Two helicopters at each base 
meet the majority of the search and 
rescue training allocation and oper- 
ational requirements. A review of 
DND’s predicted availability data indi- 
cated that to achieve a high probability 
of having one available, a third heli- 
copter could be required for backup in 
the event of maintenance on the first 
two helicopters, for 22 days or approxi- 
mately 30 operational flying hours per 
year. This third helicopter also pro- 
vides additional training hours. How- 
ever, the number of training hours is not 
determined solely based on standards. 
A more precise system of scheduling 
training and a more rigorous review of 
training hours allocated might allow 
DND to reduce training requirements. 


8.61 In addition to its primary 
search and rescue helicopters, the De- 
partment of National Defence has 
173 other helicopters at 14 different 
locations, many of which may be able 
to be used more for search and rescue 
activities. These helicopters include 
34 Sea Kings, 9 Iroquois and 44 Twin 
Huey helicopters, which, although sel- 
dom used for search and rescue, have 
performed rescues in the past. In 
Canada, the Sea King helicopter is 
primarily used for naval purposes, 
although this type of helicopter is used 
by other countries for search and res- 
cue. The Iroquois and three of the Twin 
Huey helicopters are designated as 
base rescue helicopters. The need for 
search and rescue rotary—wing aircraft 
has been met in the Edmonton region 
using chartered and secondary military 


helicopters rather than a_ three— 
helicopter search and rescue squadron. 


8.62 The Department of National 
Defence recently announced plans to 
replace its existing naval and search 
and rescue fleets by acquiring 35 new 
naval helicopters and 15 new search 
and rescue helicopters, at an estimated 
cost of about $4.4 billion. The naval 
helicopters are being acquired partly 
on the basis of their capability to carry 
out a support role in search and rescue. 
The Department also plans to acquire 
100 utility helicopters for other mili- 
tary purposes. It would appear that 
more use of other military helicopters 
for search and rescue is possible. In 
particular, the new naval helicopters 
will be useful in responding to marine 
incidents and the utility helicopters can 
be used for inland incidents. This, in 
conjunction with a review of training 
requirements and of ways of meeting 
those requirements, may lead to op- 
portunities to reduce the number of 
primary search and rescue helicopters. 


8.63 We also identified opportu- 
nities for increased utilization of the 
Canadian Coast Guard fleet and of 
other federal fleets. Search and rescue 
vessels, on average, spend about three 
percent of their available time respond- 
ing to search and rescue incidents. In 
some communities, other Coast Guard 
vessels could handle these operations. 
For example, in the Western Region, 
three replacement marine emergency 
vessels that are being acquired may be 
able, in conjunction with other vessels 
in the area, to take on search and rescue 
responsibilities. In the Maritimes re- 
gion, marine emergency response and 
search and rescue operations have 
already been integrated. 


8.64 Vessels of other departments 
could also be used more to provide 
search and rescue services. In certain 
locations, this could eliminate the need 
for some Canadian Coast Guard search 
and rescue vessels. For example, on the 
Great Lakes, two Department of Fish- 
eries and Oceans hydrographic 
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launches support search and rescue 
activities as a secondary role. Program 
commitments need to be taken into 
account; however, with more use of the 
additional hydrographic launches, it is 
possible that one Coast Guard search 
and rescue vessel valued at more than 
$3 million could be decommissioned or 
used for other purposes. 


8.65 Resource-sharing arrange- 
ments could also be developed with 
provincial and municipal jurisdictions 
to permit further fleet rationalization. 


8.66 The Department of Nation- 
al Defence and the Canadian Coast 
Guard should pursue the opportu- 
nities for increased use of other 
federal resources in providing search 
and rescue services. 


DND response: The recent Canadian 
Forces search and rescue fleet ration- 
alization review identified the oppor- 
tunity to reduce the size of the 
Canadian Forces fixed-wing fleet 
based on an increased role for 
CASARA and other federal resources 
as well as an expanded operational 
role for the new search and rescue 
helicopter. Functions such as the 
demanding mountain search role, cur- 
rently assigned, for the most part, to 
fixed-wing aircraft, will be performed 
primarily by the new search and rescue 
helicopter in the future. With this 
expanded rotary—wing mandate, there 
is a clear operational need to have at 
least three search and rescue heli- 
copters at each search and rescue 
squadron from which to draw re- 
sources for search and rescue oper- 
ations. 


Owing to the demanding environment 
faced by operational search and res- 
cue crews, training programs are care- 
fully scrutinized and = minimum 
training requirements are objectively 
established to ensure that all crew 
members are qualified and capable of 
operating safely. Should DND be able 
to reduce flying training hours in the 
future, the operational need for a 
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minimum core search and rescue heli- 
copter fleet would still remain. 


Canadian Coast Guard response: 
Agreed. The Department currently 
and actively pursues the use of other 
federal and non—federal resources. 


Performance information is 
lacking 


8.67 | Management needs perform- 
ance information to make decisions on 
such matters as the resources required 
for service delivery, their location, the 
levels of service they can provide and 
the need for additional or better— 
focussed prevention efforts. Perform- 
ance information should capture data 
necessary to manage the program, such 
as the nature of each incident, the time 
and type of response that resolved the 
incident, the location of the incident 
and the measurement of actual per- 
formance against service standards. 


8.68 Previous studies have identi- 
fied the need for better performance 
information. A joint DND/CCG team 
evaluating the search and rescue pro- 
gram concluded in 1980 that the exist- 
ing Statistics were inadequate to 
determine the need for search and 
rescue resources. The 1982 Evaluation 
of Search and Rescue identified prob- 
lems in the definition and validity of 
data. It stated that there was no 
agreement among departments in- 
volved as to what information should 
be provided for performance measure- 
ment and program planning and that 
such agreement was required before an 
overall management information sys- 
tem could be developed. 


8.69 In 1991, a$2-million effort to 
develop the Search and Rescue In- 
formation System (SARIS), a policy 
and operational information system 
started in 1986, was halted because a 
study of the project indicated that there 
was a lack of agreement and clarity in 
understanding the purpose of the sys- 
tem, a lack of procedures to ensure data 
integrity and inadequate system testing 


and training. A review is currently 
underway to determine if some of the 
operational information aspects of the 
system can be retained. 


8.70 Throughout this period of sys- 
tem development, the Canadian Coast 
Guard maintained its incident data 
base. Although this system has weak- 
nesses, it continues to be used because 
no other system is fully operational. A 
review of this system has recently been 
completed, and improvements are 
planned. Currently, only minimal 
performance information is available. 
Information is recorded on response 
times and on the use of resources in 
service delivery by location, resource 
type and incident type. Although 
analysis of needs and resource avail- 
ability has been done, neither depart- 
ment uses the information for ongoing 
analysis of the impact on the levels of 
service to be provided or the need for or 
location of resources. Information is 
not recorded on the extent to which 
search and rescue resources are in- 
volved in incidents or are instrumental 
in rescuing people in distress. 


8.71 Information on air and marine 
accidents is recorded by the Canadian 
Transportation Accident Investigation 
Safety Board. The aircraft accidents 
recorded by the Board often involve 
serious injury or loss of life. 


8.72 We reviewed the aircraft acci- 
dents in Canada reported to the Board 
for 1989 and 1990 and found that just 
over half of the search and rescue air 
distress incidents were also recorded as 
aircraft accidents by the Board. We 
also noted that 852 aircraft accidents 
recorded by the Board did not involve 
federal search and rescue resources. 
Some of these accidents occurred at 
airports, and therefore search and res- 
Cue resources were not required or 
alerted. However, many others were of 
a nature similar to search and rescue 
distress incidents. For example, we 
noted that the search and rescue system 
was alerted in only 29 of 60 air 
accidents that involved serious injury 
or loss of life, even though all of them 


were reported as not happening at or 
near an airport. 


8.73 The large number of accidents 
in which federal search and rescue 
resources were not involved may indi- 
cate the need for changes. A review of 
all aircraft accidents is required to 
determine how they were resolved 
without the involvement of federal 
search and rescue resources, why fed- 
eral resources were not alerted and 
whether this indicates that changes are 
required in search and rescue services, 
equipment or the location of resources. 


8.74 In our review of search and 
rescue incidents, we noted that most of 
the time, false alarms and mechanical 
breakdowns of vessels were recorded 
as non-distress incidents. However, 
some such incidents were recorded as 
distresses because at some point in 
responding it was determined that there 
was reasonable certainty of danger to 
life. Further categorization as to the 
severity of the incident and the type of 
assistance required would provide 
more meaningful information for deci- 
sion making. 


8.75 All departments involved in 
search and rescue should develop 
additional information required to: 


(a) acquire resources economically; 
(b) manage resources efficiently; 


(c) make levels of service decisions; 
and 


(d) measure performance. 


Interdepartmental response: Agreed. 
Search and rescue operating depart- 
ments are enhancing current data— 
gathering systems and developing new 
ones, utilizing some aspects of the 
SARIS system, which will continue to 
Satisfy the recommendation. 


Analysis of the causes of beacon 
failures and false alarms is 
required 


8.76 Emergency beacons, which 
are designed to be activated automati- 
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cally, transmit a distress signal. Satel- 
lites, aircraft and vessels use this signal 
to identify the site of an incident. The 
majority of aircraft and all vessels over 
20 metres must carry such beacons. 
Our analysis shows that aircraft bea- 
cons were used to alert the Rescue 
Co-ordination Centre in 28 percent of 
the air distress incidents for 1989 and 
1990. 


8.77 Failure of the aircraft beacon 
to activate automatically has been a 
major issue since it was regulated into 
use in 1974, These beacon failures can 
result in extensive searches. For 
example, because of beacon failures, 
three large searches in British Colum- 
bia in 1990 required 1,590 hours of 
primary air resources. This is in 
comparison to the 874 total hours for 
1989 spent by primary air search and 
rescue resources on all air distresses in 
Canada. Clearly, beacon failures can 
be costly, but what is more important, 
lives may not be saved. 


8.78 Little information on aircraft 
beacon failures in Canada is available, 
but our analysis of 1989 and 1990 
distress incidents revealed that bea- 
cons did not activate in 27 percent of the 
incidents involving crashes. Further- 
more, we could not determine whether 
they activated in another 19 percent of 
such incidents. As a result, beacons 
may not have activated in up to 46 per- 
cent of the incidents involving crashes. 


8.79 The problem of aircraft bea- 
con failures exists throughout the 
world and has not yet been resolved. 
Studies have been carried out on bea- 
con failures in the United States. 
Canada participated in the develop- 
ment of new technical design standards 
that were issued in 1985. Recently, the 
Department of Transport’s Aviation 
Group started field—testing beacons 
manufactured to those standards. The 
Aviation Group expects to complete 
this testing in late 1993. 


8.80 Emergency beacons also gen- 
erate many false alarms. In 1989 and 
1990, the Department of National De- 
fence noted 932 beacon false alarms, 


The problem of aircraft 
beacon failures exists 
throughout the world. 
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Small boats accounted for 
more than 6 out of 10 of 
the marine distress 
incidents. 
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mainly from aircraft beacons. Our 
analysis indicates a false alarm rate of 
85 percent for beacon alerts. In 1990, 
federal search and rescue resources 
responded to 95 false alarms related to 
beacon alerts. In 1985, the Department 
of National Defence started testing a 
406 Mhz beacon. The positive identifi- 
cation possible by such beacons should 
reduce the number of false alarms to 
which resources were responding. In 
the event of a false alarm, contact with 
the owner could eliminate the need to 
send a resource to the scene. At the 
present time, there is no requirement to 
carry this type of beacon in Canada or 
elsewhere. 


8.81 Beaconsare the source of alert 
in air distresses much more often than 
in marine distresses. Our analysis 
indicates that only three marine dis- 
tress calls in 1989 and 1990 came from 
a beacon alert. We found seven cases 
where beacons should have been on 
board, but were not used to signal the 
distress. During the same period, 
marine beacons generated 26 false 
alarms that resulted in the tasking of 
resources. 


8.82 Ongoing analysis of the 
causes of aircraft and marine beacon 
failures and false alarms in Canada is 
not carried out. Such information 
would be useful in determining the 
need for further education of users, 
enforcement of regulations or changes 
to beacon specifications. 


8.83 The Coast Guard is consider- 
ing arevision to the beacon regulations 
that would require all commercial 
vessels over 12 metres to carry a beacon 
by 1995 and those over 8 metres by 
1999. The total cost to commercial 
vessels, based on an estimated price of 
$1,500 each, would be approximately 
$30.5 million. The Coast Guard, in 
targeting these craft, will be affecting 
only asmall percentage of the vessels in 
Canada. The benefit of this change in 
regulations has been identified as a 
reduction in search time and in lives 
lost, but no estimate of savings in 


search time has yet been made. Al- 
though no reasonable determination 
can be made of the number of lives that 
could have been saved by having 
beacons on more vessels, it is possible 
to estimate the number of cases where a 
beacon would have resulted in a faster 
alert. The potential for a much higher 
number of false alarms also needs to be 
taken into consideration. 


8.84 The Department of Trans- 
port should ensure that information 
on the causes of beacon failures and 
false alarms is collected, analyzed 
and considered before taking action 
designed to address beacon failures. 


Department’s response: Agreed, and 
implementation ongoing. 


Information is needed on small 
boat activities 


8.85 The aviation community has 
extensive regulation and safety promo- 
tion. A pilot is required to have a 
licence to fly, and all aircraft must go 
through regular safety checks to remain 
certified. Commercial and large fish- 
ing vessels are also highly regulated. 
However, the over two million small 
boats, less than 15 tons or 20 metres, are 
not similarly regulated. Small boats 
accounted for more than 6 out of 10 of 
the marine distress incidents in 1989 
and 1990. 


8.86 There are federal Small 
Vessel and Small Fishing Vessel Re- 
gulations related to equipment stan- 
dards, but there is no provision for 
federal enforcement of these regula- 
tions. There is some enforcement of the 
regulations by the Royal Canadian 
Mounted Police on behalf of provinces, 
and by regional, municipal and ports 
police under a variety of authorities. 


8.87 The search and rescue preven- 
tion activities involve promotion and 
awareness of small boat safety. The 
Canadian Coast Guard is assisted in the 
delivery of its small boat safety aware- 
ness program by Canadian Marine 
Rescue Auxiliary members who are 
trained as prevention officers. There 


are opportunities to expand the use of 
these resources for prevention, as well 
as the volunteer air resources of the 
Civil Air Search and Rescue Associ- 
ation. In addition, the Canadian Red 
Cross, the Royal Canadian Mounted 
Police and other police forces partici- 
pate in promotion and awareness. 
Other bodies such as the Canadian 
Power and Sail Squadrons deliver 
education programs. 


8.88 | Because the Department of 
Fisheries and Oceans is in regular 
contact with fishermen and issues li- 
cences to them, it could more actively 
participate in promotional and aware- 
ness aspects of search and rescue 
prevention activities. At the present 
time, there is no requirement for fishing 
vessels to demonstrate adherence to the 
Canada Shipping Act safety regula- 
tions prior to the granting of a licence. 
The Department of Fisheries and 
Oceans licensing process likely could 
be better co—ordinated with the inspec- 
tion of fishing vessels by the Depart- 
ment of Transport, where the 
responsibility for vessel and naviga- 
tional safety standards lies. However, 
this may have implications on program 
commitments and workload and would 
likely require legislative or regulatory 
change. 


8.89 There is no organized collec- 
tion and analysis of information on 
which to make decisions regarding 
small boat safety awareness, promo- 
tion and regulation. Such an analysis 
could provide a profile of the small 
boating population and indicate the 
causes of small boat incidents. It could 
also. identify which prevention 
measures would be most successful. 
Provincial co-ordination and co—oper- 
ation would be required in the collec- 
tion of this information and in effective 
regulation and enforcement. 


8.90 The Canadian Coast Guard 
should examine the options for col- 
lecting information on small boat 
activities with the assistance of the 
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organizations involved in small boat 
safety. The causes of small boat 
incidents should be reviewed by the 
Coast Guard and the results used to 
redirect prevention efforts, includ- 
ing promotion, regulation, enforce- 
ment and investigation. 


Canadian Coast Guard response: 
Agreed. Efforts are underway to 
ensure that prevention efforts target 
the major causes of small boat inci- 
dents. In addition the Canadian Coast 
Guard will continue to work with the 
appropriate non-—federal and non- 
governmental organizations. 


Cost recovery possibilities exist 


8.91 The federal government pro- 
vides services that do not directly 
contribute to the program objective of 
preventing the loss of life and injury in 
search and rescue incidents. These 
services include the provision of tow- 
ing in non—distress marine incidents. 


8.92 We noted that there were 
6,804 incidents involving the towing of 
vessels in 1989 and 1990. Although in 
some cases towing is required to pro- 
tect other vessels or the environment, 
most of these were incidents that did 
not involve a distress situation. Where 
there is a reasonable basis to determine 
that people are not in distress or poten- 
tial danger, there are opportunities to 
recover the costs for services provided 
by search and rescue resources or to 
expand private sector operations to 
provide assistance on a commercial 
basis. 


8.93 The Canadian Coast Guard 
should consider the opportunities to 
recover costs for services that are not 
directly related to the search and 
rescue program objectives. 


Canadian Coast Guard response: 
Agreed. However any cost recovery 
policy must be carefully structured so as 
not to deter those legitimately requiring 
assistance from requesting help before 
their situation further deteriorates to a 
more serious emergency. 
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Main Points 


| In an overall program context, Employment and Immigration Canada’s (EIC) program 
evaluation has not examined the impact of its efforts on the labour market. However, the evaluations 
of program components were found to be of acceptable technical quality in terms of its selected 
measurement objectives. 


9.2 We believe that the ongoing performance measurement system for some components 
audited should be enhanced to ensure that timely and complete effectiveness information is 
available at all management levels. 


9.3 Given the large number of agreements at EIC, managers cannot be expected to exercise the 
same degree of control for each agreement. Control should vary with the level of risk and 
complexity of the agreement. In this regard, initial project approval is a crucial step for managers. 
However, vague project objectives, coupled with imprecisely defined local labour market needs and 
priorities, prevent EIC from selecting projects on the basis of merit. This situation increases the need 
for subsequent monitoring. 


9.4 EIC does not respect its own minimum requirements for financial and activity monitoring 
practices. Furthermore, the Department does not have a strategy for choosing projects to be assessed 
at the end of the agreement. Limited information is derived from the monitoring of projects. More 
complete information resulting from the close-out assessment of projects would allow EIC to 
identify lessons learned that would improve subsequent project selection. 


Bs) Although the Community Development Program relies on community—generated 
initiatives to improve the labour market situation, we found that few of the five—year strategic plans 
were truly strategic and that the data necessary to measure the impact of implemented initiatives 
were neither identified nor collected. 


9.6 The eventual establishment of local labour boards could help EIC strengthen its 
mechanisms to ensure that funds available under the Unemployment Insurance Act for training are 
used effectively. 


9.7 Parliament requires reliable information about EIC’s activities and their effects on the 
labour market. It has been informed of EIC’s mission, activity objectives and major lines of 
business. But it has not received evaluation evidence of the effectiveness of EIC’s efforts to achieve 
its overall objective. 
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Introduction 


9.8 Employment and Immigra- 
tion Canada (EIC) comprises the Ca- 
nada Employment and Immigration 
Commission (CEIC) and the Depart- 
ment of Employment and Immigra- 
tion, both of which were established 
under the 1977 Employment and Im- 
migration Reorganization Act. The 
Department is responsible for the ef- 
fective development and implementa- 
tion of federal policies and programs 
relating to the labour market, while the 
Commission is responsible for the 
administration and operation of the 
various components of the Employ- 
ment and Insurance Program and the 
Immigration Program. 


9.9 EIC, in co-operation with 
other government departments and the 
private sector, is responsible for devel- 
oping, co-ordinating and administer- 
ing federal policies and programs that 
are directly linked to Canada’s labour 
market and immigration requirements. 
EIC’s objectives are set out in its 
official Mission Statement: 


“AtEIC, we help people find jobs or 
collect Unemployment Insurance 
benefits between jobs. We manage 
the entry of immigrants, refugees 
and visitors. We help workers and 
employers change as the workplace 
changes. We also help people learn 
new skills or start businesses.” 


9.10 The programs that EIC de- 
livers are the Employment and Insur- 
ance Program, the Immigration 
Program and the Corporate Manage- 
ment and Services Program. The 
mandate and the objective of the 
Employment and Insurance Program 
are described in Exhibit 9.1. 


Background 


9.11 In a 1989 policy paper entitled 
Success in the Works, EIC outlined the 
labour market issues and conditions 
that were anticipated for the 1990s. 
This policy paper points out that the 
economic prosperity and standard of 
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Expectations 


living enjoyed by Canadians depend on 
our competitiveness in the world 
market. High technology and the 
development and training of the work 
force will be essential to the growth of 
productivity. Skill requirements are 
changing; workers will need to have 
not just different or more highly devel- 
oped skills, but also a broader range of 
skills. 


9.12 The Canadian economy, like 
those of other industrialized countries, 
is evolving. The service sector is 
increasingly becoming the dominant 
force in our economy. The policy paper 
notes that matching workers to jobs 
will be a difficult challenge because of 
the inherent diversity of the service 
sector. Unemployment rates can vary 
considerably from one region to the 
next, depending on whether the re- 
gional economy is diversified or has an 
industrial infrastructure based on natu- 
ral resources. 


9.13 Statements in EIC’s 1992-93 
Estimates Part III about the external 
factors influencing the Employment 
and Insurance Program are summar- 
ized in the next three paragraphs. 


9.14 EIC emphasizes the need for 
workers to continue their training 
throughout their entire careers so that 
they can keep their skills current or 
widen their fields of competence. The 
kinds of occupations practised are 
changing, and the demand for workers 
with more specialized skills is rising 
considerably. Workers who are un- 
skilled and have little formal education 
are very vulnerable in these times of 
change in the labour market and in 
occupations. The situation is exacer- 
bated by Canada’s drop-out rate 
(almost 30 percent) from secondary 
schools. 


bd hs) The inadequate skill levels of 
the Canadian work force could be 
attributed in large part to the insuffi- 
cient training provided by the business 
community. Formal training is offered 
to employees by only about 25 percent 
of businesses, mostly large companies. 
The training offered by _ small 
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Because of the advent of 
the Labour Force 
Development Strategy, 
Employment and 
Immigration Canada now 
administers much larger 
budgets with essentially 
the same number of 
people. 


Exhibit 9.1 


Employment and Insurance Program 


Mandate 


The Unemployment Insurance Act is the legislative base for the Employment and 
Insurance Program. The Program exercises its mandate through the Unemployment 
Insurance Act and Regulations (including job creation, work sharing and training 
benefits); the National Employment Service Regulations; the National Training Act and 
Regulations (formerly the Adult Occupational Training Act and Regulations); the 
Labour Mobility and Assessment Incentive Regulations made pursuant to the 
Appropriation Acts; and the Employment Equity Act. 


Objective 


The objective of the Employment and Insurance Program is to develop and support the 
economic use of labour market resources in Canada, wihout undue burden on 
individuals, groups and regions, in co—operation with other government departments 


Expectations 


businesses is informal, for the most 
part, and is often curtailed by their lack 
of financial resources and high rate of 
employee turnover. Some of Canada’s 
major competitor countries allocate a 
large share of their resources to training 
and developing the work force. 


9.16 To meet the challenges of the 
1990s, Employment and Immigration 
Canada sought to change its method of 
dealing with Canadian workers by 
adopting the Labour Force Develop- 
ment Strategy (LFDS). Prior to its 
introduction, the main purpose of fed- 
eral labour market programs was to 
provide temporary income support to 
unemployed workers. The LFDS 
allows a larger share of funds in the 
Unemployment Insurance Account 
(UIA) to be used for training and offers 
new programs and services for Cana- 
dians facing serious difficulties in the 
labour market. 


O17. The Canadian Labour Force 
Development Board (CLFDB) was 
established in 1991-92 to provide ad- 
vice and recommendations to the Min- 
ister of EIC on developmental uses of 
the UIA. The National Aboriginal 
Management Board (NAMB) was also 
created in 1991-92 to monitor and 
review programming initiatives as they 
apply to Aboriginal people. 


and the private sector, respecting the principles of equity in employment and ensuring 


the protection of public funds in order to promote the effective and efficient functioning 


of the Canadian labour market. 
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9.18 Employment and Immigra- 
tion Canada (EIC) has adopted new 
structures for the Employment activity 
to improve its service to clients. Built 
on the National Employment Services 
and the Canadian Jobs Strategy (CJS), 
these structures stress flexibility and 
greater decentralization, as well as 
participation by the private sector and 
by local organizations. 


9.19 The Commission introduced 
major changes to its systems in order to 
rationalize employment programs and 
make their delivery more flexible and 
to simplify administrative procedures. 
The implementation of on-line sys- 
tems for the management of Employ- 
ment activities and funds was 
completed, and an expanded com- 
puterized inventory of worker clients 
and employer job orders was devel- 
oped. With the advent of LFDS in 1989, 
extensive automation of services to the 
public was initiated for the Employ- 
ment and Insurance Program. 


9.20 The new Boards (CLFDB and 
NAMB) require additional consulta- 
tion with EIC management to ensure 
that they understand EIC’s programs 
and services and are provided with 
labour market information. In addi- 
tion, information from the planning 
and budget management systems has to 
be integrated into planning documents 
and business plans. 


9.21 Employment and Immigra- 
tion Canada operates in co—operation 
with other federal and provincial/terri- 
torial departments and agencies, as 
well as with individuals and organi- 
zations in the private sector. EIC also 
participates in a large number of sec- 
toral co-operation agreements admi- 
nistered by other federal departments. 
While Canada Employment Centres 
(CECs) and other labour market stake- 
holders have been given more leeway 
in delivering EIC programs, they 
should take local needs into consider- 
ation. Local organizations work as 
full-fledged partners to help develop 
and carry out certain activities. 


9.22 According to the Estimates 
Part III, the number of person-years 
allocated to the Employment activity 
was 7,691 for 1991-92 and 7,886 for 
1992-93. As shown in Exhibit 9.2, 
funds available under the Unemploy- 
ment Insurance Act have practically 
tripled from $560 million to 
$1.4 billion, while program funds have 
slightly decreased to $1.4 billion. 
Estimates for 1992-93 call for a further 
increase of funds under the UI Act to 
approximately $2 billion and a de- 
crease of program funds to $1.2 billion. 
Participants in CJS programs have 
averaged about 400,000 for the past 
three years, and some 300,000 more are 
expected to benefit from the additional 
funds available under the Act. 


9.23 To support the Employment 
and Immigration Program, the Em- 
ployment activity seeks to: 


e facilitate decision making by indi- 
viduals, employers, organizations 
and institutions concerning labour 
market needs; 


e improve the employability of se- 
lected individuals and facilitate 
their successful integration into 
appropriate employment; 


e encourage more employers to as- 
sume responsibility for meeting the 
changing skill needs in the work- 
place; and 


e develop local employment op- 
portunities and help communities 
to both assess their employment 
problems and implement programs 
to solve these problems. 


9.24 Full implementation of the 
new Employment activity structure 
will occur in 1992-93. According to 
EIC, success will hinge upon greater 
integration of activities traditionally 
carried out by Employment and Insur- 
ance staff, consultants, and designated 
group co-ordinators. Extensive per- 
sonnel training programs have been 
initiated to prepare staff for the 
changes. 
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Objectives, Scope and 
Criteria of the Audit 


9.25 The main objectives of our 
audit were to determine whether 
selected Employment sub-—activities 
were managed with due regard to 
economy and efficiency, whether satis- 
factory procedures were in place to 
measure and report on effectiveness, 
and whether they were carried out in 
compliance with the applicable Act, 
Regulations and directives. 


9.26 We selected projects and 
agreements for audit from components 
of three Employment sub-—activities: 
Information and Special Initiatives, 
Labour Market Adjustment and Com- 
munity Development. We also audited 
the Work Sharing and Job Creation 
projects financed under sections 24 and 
25 of the Unemployment Insurance 
Act. Where appropriate, our audit also 
relied on the work and reports of the 
Internal Audit Bureau and the Program 
Evaluation Branch. 


9.27 The components subjected to 
audit totalled close to $719 million or 
25 percent of total program funds for 
1991-92; these are shown in Exhibit 
9.2. We excluded the Employability 
Improvement sub—activity from our 
selection because of possible changes 
resulting from the multilateral meet- 
ings on the Constitution, as well as the 
implementation of the new structure 
and the federal/provincial agreements 
under negotiation at the time of our 
audit. 


9.28 The conceptual framework 
used in our audit is presented in Exhibit 
9.3. Parliament gives legislative direc- 
tion and approves funds to support 
relevant programs. It expects the funds 
that it allocates to EIC to be spent for the 
purposes specified. EIC has an obliga- 
tion to obtain value for money and is 
accountable to Parliament for the re- 
sults the Department achieves. 


9.29 Feedback on results is pro- 
vided at two levels: on outputs (for 
example, a contribution to alleviate 
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Exhibit 9.2 


Program Funds — Employment Activity 


Sub-Activity Component 


Information and Special Initiatives 
Innovations. 


Employability Improvement 


Project-based Training 224,054 238,401 
Purchase of Training/ 
Income Support 428,891 603,526 
Employment Assistance 17,642 409 
Youth Initiatives 153,402 132,091 
Job Opportunities 53,416 59,435 
Mobility Assistance 7,287 8,248 
Delivery Assistance 34,949 28,923 
Other 10,579 3,320 
Labour Market Adjustment 
Human Resource Planning : 10,366 
popeate Adjustment Slee or ; 16,853 
: oe Market Adjustment fae 1 k pe 9755 
Work Sharing (section 24 of the U.I. Adio 147,032 ois at Se 113,883 
Other 250 
Community Development 
Community Futures ee 139,630 
' Self-Employment Assistance. ee 43,80 | 
_ Local Projects * (including section 125 pe 
oofthe UL Act) Hes VI3,.699 coeds 
Other 0 
Sub-Total 1,422,848 264,473 
Other Unallocated Funds 


Training in accordance with sections 26 
and 26.1 of the Unemployment 
Insurance Act 


Total 1,422,848 1,434,713 1,567,830 559,647 
Grand Total 2,857,561 2,127,477 


: Audit Scope 
CRF : Consolidated Revenue Funds 
UIA : Unemployment Insurance Account 
U.I. : Unemployment Insurance 


: This component includes both Job Development — General Projects and Job Creation Projects, section 25 of the UI Act. 
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skill shortages) and on outcomes. 
Initial outcomes, or impacts (such as 
the number of jobs created), would be 
followed by the effects of programs 
(such as improvement in the match 
between supply and demand in the 
labour market). Performance measure- 
ment and program evaluation are di- 
rected at both outputs and outcomes. 
Performance measurement focusses 
on the ongoing measurement of outputs 
(whether internal or external to oper- 
ations) and is essential to improving 
program management. Program evalu- 
ation is more oriented to the periodic 
re-examination of the program in the 
light of its legislative mandate, its 
success and its cost—effectiveness. 
Effectiveness measurement serves to 
inform the operational levels of the 
organization and to periodically pro- 
vide information to senior manage- 
ment and to Parliament. 


9.30 Effectiveness measurement 
means the monitoring of performance 


Elaboration of 
Program and 
Objectives . 


Legislative 
Direction 


Management of Program Operations 
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against expectations. Through this 
formal mechanism, lessons are learned 
that lead to program improvement. 
Performance is monitored to determine 
what is being accomplished and how 
this compares with targets, whether 
they are focussed at the local commun- 
ity or at the national level. Measure- 
ment is an essential management tool 
for keeping activities on track and 
ensuring that program mandate and 
objectives remain relevant. Exhibit 9.3 
underlines the importance of having 
results fed back into operations and into 
program planning to improve program 
design. 


9:31 EIC requires appropriate as- 
surance from its operations throughout 
the country that funds allocated to local 
projects are well spent and used for the 
planned objectives. In addition to 
monitoring individual programs, sen- 
ior management also needs to ask 
questions about relative effectiveness. 
Are the results of various strategies 


Exhibit 9.3 


Conceptual Framework Used in the Audit of EIC 


Program Evaluation 


Performance Measurement of Operations 


iar 


Control Over - 
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Program evaluation has 
not yet been directed to 
the whole program. 
However, within their 
scope, the evaluations of 
program components 
were of acceptable 
quality. 
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Expectations 


such as direct expenditures different 
from those of partnership—directed 
expenditures? Is one strategy more 
cost-effective than another? At the 
level of overall program effects, is 
management satisfied with its program 
design and can it give assurance that 
direction from Parliament is being 
followed? 


9.32 The common theme of this 
audit is the adequacy of the Depart- 
ment’s monitoring performance 
against expectations. The questions we 
ask with respect to global objectives, 
program components, individual pro- 
jects and partnership agreements are: 
Does management obtain, in a cost- 
effective way, reliable information on 
the results of its efforts? Does manage- 
ment use such information to contin- 
ually improve programs and, where 
appropriate, discontinue them or rec- 
ommend appropriate program changes 
to the minister or Cabinet? 


Observations and 
Recommendations 


Program Evaluation 


9733 Each year, EIC works on 
about three pre—evaluation studies and 
six program evaluation reports related 
to the Employment activity. We au- 
dited eight of these evaluations, costing 
about $4 million, approximately 
0.1 percent of the Employment activ- 
ity funds. We examined the relation- 
ship of the questions asked by these 
eight evaluations to the program com- 
ponents on which they were focussed. 
We concluded that, in general, the 
evaluation studies addressed the objec- 
tives of targeted program components 
(for example: meeting changing skill 
needs in the workplace; developing 
local employment opportunities). 


Overall, the quality of evaluations 
was acceptable 


9.34 We assessed the quality of the 
eight evaluation reports on the compo- 


nents included in the scope of our audit. 
With the exception of one study, the 
evaluations were of at least acceptable 
technical quality. 


Evaluation has not yet addressed 
the overall program objective 


9.35 We found that the studies did 
not provide the basis for considering 
the contribution that the evaluated 
components made to the objective of 
the whole program: to promote the 
effective and efficient functioning of 
the labour market. Our audit did not 
examine the entire Employment and 
Insurance Program; therefore we were 
not able to conclude on whether other 
functional elements of EIC have ful- 
filled this responsibility. 


9.36 Evaluating progress toward 
this national policy objective is of 
Significance to government and to 
Parliament. About $3 billion dollars 
are now spent annually by EIC on 
labour market programming. Is the 
money being spent in the best way? 
Answers, even approximate answers 
with identified margins of error, should 
be sought and brought forward for 
debate. 


937 The program evaluations we 
examined, although of acceptable 
technical quality within their scope, 
did not address important cross— 
linking Employment activity issues 
that considerably influence the Depart- 
ment’s success. Examples of issues not 
yet addressed by evaluations include 
the impact of immigrants and of the 
education system on the functioning of 
the labour market. 


Important questions about serious 
labour market problems also need 
to be addressed 


9.38 The summaries of program 
evaluations indicate that Employment 
activity components generally achieve 
their objectives, particularly concern- 
ing the possibilities of finding jobs for 
participants or improving their finan- 
cial circumstances. These evaluation 
findings are issued against the 


following background: arising trend in 
the rate of unemployment; a polariz- 
ation of employment opportunities into 
“good” jobs and “bad” jobs; and in- 
creasing numbers of workers who ex- 
perience long periods of joblessness. 
These are important questions that 
need to be addressed. 


Evaluation scope should be 
re-examined 


9.39 Since 1985-86, the Depart- 
ment has published about 40 evalu- 
ation reports, covering most of the 
Employment activity. The scope of 


these evaluations was _ generally 
restricted to components’ within 
sub-activities. To determine which 


program components should be evalu- 
ated, EIC needs to include the criteria 
of importance, cost-effectiveness and 
cross—linkage. 


9.40 The Department should de- 
sign evaluations to probe more fully 
the cross—linkage influences on the 
success or failure of the program and 
the impact of its activities on the 
functioning of the labour market. 


Department’s response: EIC will 
continue to strategically allocate its 
program evaluation resources to maxi- 
mize their effectiveness in meeting the 
evaluation needs of the Commission's 
management and the Treasury Board. 
It will expand its program evaluation 
analyses, where cost-effective, to take 
into account cross-—linkage influences 
and the impact of its activities on the 
labour market. 


Ongoing Performance 
Measurement 


9.41 Ongoing performance mea- 
surement is essential to improved pro- 
gram management, as shown in Exhibit 
9.3. EIC recently adopted a new 
Operational Planning Framework 
(OPF), which modified the perform- 
ance indicators for the Employment 
activity. That framework was ap- 
proved by Treasury Board in January 
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1992. Implementation of the frame- 
work started during fiscal year 
1991-92. This new activity structure 
became effective on 1 April 1992. 


The production of performance 
measurement reports is not always 
timely 


9.42 We reviewed the five regular 
performance measurement reports re- 
lated to the Employment activity. We 
found that only one report, the Execu- 
tive Review of Results Report, is 
produced on a timely basis. We 
observed major delays in the produc- 
tion of the other four reports. As a 
result, the available information is 
not up-to-date and its usefulness to 
managers is greatly reduced. 


Data are not formally interpreted 


9.43 We could not find evidence 
that the Department formally assesses 
the data to interpret the consequences 
of differences between planned and 
actual results, to compare components 
and regions, and to identify trends in 
performance over time. Comparison is 
of the essence when using performance 
indicators. To be meaningful and useful, 
levels of performance should be as- 
sessed, allowing corrective measures if 
necessary. We identified only one study 
that analyzed the data generated by the 
participant follow-up system; it was 
issued more than two years ago, in 
February 1990. 


Some effectiveness performance 
indicators are missing 


9.44 We found that indicators of 
financial and process performance, 
which are essential, were well identi- 
fied and used. Our analysis of the new 
indicators proposed in the OPF for 
several of the components subjected to 
audit revealed that they are not com- 
plete and do not always measure, 
among other things, whether the target 
populations have been reached and 
whether the desired results have been 
achieved. We also observed that the 
performance measurement reports did 
not produce information in relation to the 


The ongoing performance 


measurement system 
does not produce timely 
and complete 
effectiveness information 
for some components of 
Employment programs. 
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new performance indicators of the Com- 
munity Development sub-—activity. 
Thus, the performance indicators pro- 
posed for these components do not yet 
measure key elements of effectiveness 
in relation to the objectives of the 
programs. 


The performance measurement 
reports are of limited use to 
Canada Employment Centres 


9.45 Since managers of Canada 
Employment Centres (CECs) are re- 
quired to develop local planning strat- 
egies, they should have the information 
needed to make informed decisions. 
CECs obtain only a limited amount of 
information from the performance 
measurement system. It does not 
provide managers with knowledge of 
the degree to which results are achieved 
through their interventions. 


9.46 We recognize that there are at 
least two approaches for monitoring 
performance. One approach relies on 
indicators within a _ performance 
measurement system. Another ap- 
proach relies on information obtained 
from project control measures. Both 
approaches are valid, and one may 
complement the other. In light of 
deficiencies that we identified in pro- 
ject control and of EIC’s decentralized 
organization, we believe that manage- 
ment at all levels would benefit from an 
increased emphasis on effectiveness 
indicators in its performance measure- 
ment system. 


9.47 The Department should en- 
sure that: 


e indicators are complete and 
measure the key effectiveness 
elements of program objectives; 


e information is gathered for all 
indicators selected; 


e ongoing performance measure- 
ment reports are timely and 
appropriate for all decision— 
making levels; and 


e CEC managers are provided with 
information on the degree to which 


results are achieved through their 
interventions. 


Department’s response: In the transi- 
tion between the old and the new 
program frameworks, EIC’s overriding 
consideration had to remain the quality 
of service to its clients. Nevertheless, 
EIC agrees that priority must also be 
given to comprehensive and timely 
performance measurement. We have so 
demonstrated by working with Treasury 
Board and the Office of the Comptroller 
General to develop indicators that focus 
on outcomes and objectives achieve- 
ment rather than processes. 


Employment performance  measure- 
ment systems do not yet report on all 
possible aspects of program perform- 
ance, but they do provide a com- 
prehensive overview of measures 
reflecting the efficiency, effectiveness 
and quality of EIC_ interventions. 
Developmental work on additional 
measurements is continuing. Support- 
ing management information systems 
are gradually coming on stream. 


As well, in 1993-94, the Executive 
Review of Results Report (ERRR) will 
be enhanced by the inclusion of addi- 
tional key measures. Outcomes on 
Community Development activity will 
also be available towards the end of 
1992 through the Community Futures 
Committee and Business Development 
Centre reports as well as participant 
survey results for Self-Employment 
Assistance (SEA) and local general 
projects. 


These measures, combined with recent 
and planned enhancements to the 
management information systems, will 
provide increased and more timely 
access by regions and CECs to on-line 
performance feedback. They will also 
facilitate the ongoing processes 
(Executive Committee and National 
Operations and Programs Committee) 
whereby senior management analyze 
and act on emerging performance 
issues. 


EIC will ensure that all performance 
measurement information is made 


available on a timely basis. Although 
delays have occurred in incorporating 
all performance measures into regular 
corporate reports, work is under way 
within the context of survey develop- 
ment to provide CEC managers with 
selected results information. This 
information would be provided peri- 
odically to each CEC in order for them 
to track progress. The cost of provid- 
ing regular ongoing results to every 
CEC based on survey results is pro- 
hibitive for EIC to consider. 


Control of Projects 


9.48 Proposals for funding are 
made, and if they are approved, an 
agreement is signed between EIC anda 
third party, such as an employer or a 
sponsor. Excluding the Youth Initia- 
tives, EIC concluded close to 42,000 
agreements for the Employment activ- 
ity in 1991-92. The CECs and other 
local offices are responsible for manag- 
ing the projects that stem from these 
agreements. 


9.49 We examined over 220 agree- 
ments with respect to the following 
components of the Employment activ- 
ity: Community Futures, Local Pro- 
jects (Job Development — General 
Projects and Job Creation projects, 
section 25 of the UI Act), Workplace— 
based Training, Work Sharing (section 
24 of the UI Act), Labour Market 
Adjustment Assistance (Training Trust 
Funds), and Labour Market Innova- 
tions. In 1991-92, the total number of 
agreements for these components was 
25,500. 


9.50 Control of projects is an inte- 
gral part of the management of program 
operations. Managers must ensure that 
resources are put to optimum use with 
prudence and for the stated purposes. 
To that end, control measures are 
normally exercised throughout the life 
cycle of a project, at the following 
stages: 


e analysis of project proposals; 


® monitoring of the project; and 
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One purpose of control is to evaluate 
progress on an ongoing basis toward 
targeted results and to take appropriate 
and timely corrective action. 


9.51 Given the large number of 
agreements at EIC, managers cannot be 
expected to exercise the same degree of 
control at each of the above-mentioned 
stages for every agreement. Control 
should be appropriate to the circum- 
stances and vary with the level of risk, 


. Such as the complexity of the agree- 


ment and the ability of sponsors to meet 
agreement requirements. In this re- 
gard, initial project approval is a cru- 
cial step for managers; it allows them to 
choose projects on the basis of merit 
and the likelihood of achieving the 
targeted results. A careful analysis of 
proposals can reduce the need for 
subsequent monitoring. 


9.52 In the following paragraphs, 
we describe the weaknesses we ob- 
served at each stage of the life cycle of 
projects. 


A more strategic analysis of local 
labour market needs and priorities 
is required to select the most 
deserving projects 


9.53 Every year, CEC managers 
are responsible for preparing a strategic 
plan. CECs, in consultation with their 
community partners, determine the 
labour market needs of their commu- 
nity and, where intervention is deemed 
appropriate, plan the most effective 
program and/or service responses. Our 
audit revealed that the CECs’ strategic 
plans do not set sufficiently precise 
priorities and objectives. Consequent- 
ly, project officers cannot rely on these 
plans as a guide for making decisions to 
finance deserving projects. Moreover, 
CECs do not evaluate the degree to 
which the year’s activities have met the 
objectives identified in their strategic 
plans. 


The 1991-92 


components subjected to 


audit represent 25,500 


agreements with a budget 


close to $719 million. 
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For three of the components 
audited, project objectives were 
not sufficiently precise 


9.54 According to EIC’s oper- 
ational procedures, every project 
should be based on an agreement 
containing clearly defined perform- 
ance objectives against which bench- 
marks can be established to measure 
progress and success. The objectives 
are essential to the control aspect of 
agreement monitoring and must be 
reflected in the narrative section of the 
agreement. 


955 We found that project objec- 
tives were not sufficiently precise for 
the following components: Local Pro- 
jects, Workplace—based Training and 
Labour Market Innovations. In one 
region, of the 18 Local Projects (Job 
Development — General Projects) 
agreements we examined, only two 
specified the probability that partici- 
pants would find permanent employ- 
ment on the local labour market or 
pursue their occupational training. In 
two regions, 22 of 45 agreements 
(49 percent) for Workplace—based 
Training did not stipulate the way in 
which training was expected to support 
the objectives and priorities of the 
program. 


9.56 Another example of vague 
objectives is observed in the Job Cre- 
ation projects. Section 25 of the UI Act 
provides for the use of UI benefits for 
the creation of new employment op- 
portunities for laid—off workers during 
periods of economic downturn where 
no other productive activity exists. 
Under the authority of the UI Act, EIC 
allows individuals who are receiving 
UI benefits to participate in projects 
designed to enable them to retain their 
skills or to gain new skills. Local 
managers approve these projects, after 
taking into consideration the recom- 
mendation of a Member of Parliament. 
In general, we noted that project propo- 
sals did not set sufficiently precise 
goals for participating UI recipients. In 
the 25 project files we audited, only two 


proposals clearly specified the objec- 
tives that UI recipients were to achieve. 
The other 23 project proposals con- 
tained no description of the skills to be 
maintained or acquired, effectively 
making it impossible to measure 
whether project objectives for recipi- 
ents were achieved. 


957 Agreements examined under 
the Labour Market Innovations compo- 
nent had vague objectives. The compo- 
nent was developed as an instrument for 
gathering and analyzing information on 
the feasibility, acceptability, effective- 
ness and efficiency of different ap- 
proaches to solving labour market 
problems. It can succeed only insofar 
as projects focus on major labour 
market problems. The Program Evalu- 
ation report revealed that most of the 
projects had not been designed to test 
innovative methods, and that those 
methods were not very well docum- 
ented. 


Eligibility criteria for the Training 
Trust Funds and Work Sharing 
components are not applied 
consistently 


9.58 There is a need to ensure that 
eligibility criteria are applied consist- 
ently so that clients receive fair and 
equitable treatment. This is particular- 
ly important in a decentralized organiz- 
ation. Our audit of Training Trust 
Funds (TTF) revealed that EIC either 
does not require organizations to pro- 
vide the necessary information for 
complete analysis and decision making 
or, if it does so, does not make use of that 
information. As a result, EIC does not 
have the necessary information to en- 
sure that TTF officials spend the money 
they receive on eligible training and 
recipients. 


9.59 Although viability is the main 
eligibility criterion, EIC does not 
evaluate the potential for Training 
Trust Funds to become self-sustaining. 
The objective of a TTF is to assist 
employed workers to adjust to labour 
market changes by contributing to the 
increase in the quality and volume of 


training in the workplace. EIC contrib- 
utes to a TTF for a specific period of 
time, with the objective that the fund 
will then continue to function and 
provide necessary training assistance 
without federal participation. Since 
the Department did not have aggregate 
information on the extent to which the 
self-sustaining objective of the com- 
ponent was being met, we requested 
confirmation from 60 TTFs as to the 
continued existence of their funds. The 
answers revealed that 25 (or 42 per- 
cent) were dissolved following the end 
of EIC financing, thus not achieving 
the self-sustaining objective. EIC 
contributed approximately $5 million 
over a period of five years to these 
dissolved TTFs. 


9.60 The eligibility criteria for the 
Work Sharing component were used 
inconsistently in two respects: the 
information requested from employers 
as a basis for applying the criteria and 
the analysis of the actual proposals. 
These inconsistencies stem from the 
different interpretations of the EIC’s 
operational procedures. These pro- 
cedures stipulate that the employer 
must demonstrate that the shortage of 
work is significant enough to warrant 
the use of work sharing. The duration of 
the agreement is based on the length of 
time needed for the company to recover 
fully. Some local offices requested a 
great deal of information from 
employers and specific proof that work 
sharing was necessary. The informa- 
tion was then carefully analyzed; the 
duration of the agreement was based on 
the actual decrease in the employer’s 
activities. Other local offices re- 
quested minimum information, and the 
duration of the agreement was based on 
the recovery plan submitted by the 
employer. Finally, some local offices 
requested minimum information and 
performed a limited analysis, yet the 
maximum duration of an agreement 
was granted. 
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The minimum monitoring 
requirement set by EIC is not 
respected 


9.61 EIC requires the progress of 
activities to be monitored during the 
course of a project. Such monitoring 
makes it possible to exert both a 
financial and an activity control. This 
can take the form of activity reports 
submitted by the sponsor, on-site 
visits, telephone follow-ups or inde- 
pendent audits. The appropriate level 
of monitoring is determined by the 
management of each Canada Employ- 
ment Centre or local office, taking into 
account the resources at its disposal. 


9.62 A strategy on the monitoring 
of agreements has been developed by 
Headquarters; although it represents a 
minimum requirement, it is not re- 
spected. This illustrates a lack of 
commitment by CECs. Managers are 
under pressure to deliver programs and 
to spend within their authorized budget 
levels. They therefore allocate their 
resources accordingly. 


9.63 The following examples, 
drawn from Work Sharing and Job 
Creation project files, illustrate weak- 
nesses in the monitoring of agreement 
activities. 


9.64 Operational procedures sti- 
pulate that the monitoring of Work 
Sharing agreements should include 
control visits with sampling of 
employer payroll records. Officers 
adhered to these procedures in only one 
of the 10 centres we visited. However, 
most of the centres visited were trying 
to cope with the high demand: The total 
number of agreements went from 
1,800 in 1989 to 10,900 in 1991. 


9.65 For Job Creation project 
agreements, operational procedures 
require a minimum of three visits per 
project. This requirement does not take 
into account the amount of funds 
allocated to the project, risk analysis, 
and activity reports (if any) submitted 
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by the sponsor. We also noted that the 
monitoring of agreements was incon- 
sistent. For some projects there were 
two or three monitoring visits in addi- 
tion to the activity report by the spon- 
sor, while for no discernible reason, 
others of equal importance received no 
attention. 


9.66 Although it is no substitute for 
on-site monitoring, the review of pro- 
ject activity reports represents a mini- 
mum level of control. EIC often did not 
request activity reports. Even when 
these reports were received, there was 
no documented evidence that project 
officers had carried out an effective 
analysis of activities in progress. 


9.67 The Department has recog- 
nized weaknesses in the financial 
monitoring of agreements. The Inter- 
nal Audit Bureau of EIC conducted 
several audits over a two-year period 
and made the following observations 
regarding financial monitoring of 
agreements: 


e The documentation of project files 
is incomplete: Key control docu- 
ments, such as project risk evalu- 
ations, monitoring plans and 
reports, were either incomplete or 
non-existent. 


e Projects are monitored by various 
groups, but information is not pre- 
sented in a uniform way that would 
make possible the effective ex- 
change of results. 


e Most of the project management 
problems observed could not have 
been identified by simply review- 
ing files; file monitoring cannot, 
therefore, be used as a substitute for 
on-site monitoring to ensure 
proper project management. 


e Monitoring visits are carried out by 
the same project officer who rec- 
ommends approval of the project, 
approves monthly payments and 
provides guidance and support to 
the sponsor on the management of 
the project. 


e Staff responsible for financial 
control lack training. 


9.68 To correct the weaknesses 
identified by the Internal Audit Bureau, 
EIC has commissioned a task force to 
seek ways of improving monitoring 
procedures without requiring an in- 
crease in resources. A preliminary 
update report of this task force was 
scheduled for release in September 
1992. 


For three of the components 
audited, there is no valid close—out 
process 


9.69 According to EIC’s oper- 
ational procedures, it is important, 
upon termination of an agreement, to 
evaluate the extent to which targeted 
objectives have been achieved and the 
degree to which the results justify the 
cost. This assessment is valuable 
because of what it says about a spon- 
sor’s ability to fulfil the obligations of 
the agreement and to effectively ad- 
minister a project. This would affect 
whether EIC would enter into an agree- 
ment with the sponsor in the future. Itis 
also valuable for the data it provides on 
the effectiveness of the component 
generally. We believe the close-out 
assessment can also provide the basis 
for identifying lessons learned to im- 
prove subsequent project selection. 


9.70 For Local Projects and Work- 
place—based Training components, 
there was no valid close-out process 
that could be used for ongoing assess- 
ment and could reorient the program if 
necessary. As stated previously, the 
project objectives are not sufficiently 
precise. Therefore, project officers 
cannot do a valid close-out assess- 
ment. At present, such assessments 
simply do not exist, or, if made, are 
brief and incomplete. Because there 
are no complete assessments by which 
to gauge the achievement of objec- 
tives, managers cannot know the im- 
mediate results of their activities. 


9.71 Since the vast majority of 
project sponsors receive program 
funds year after year, it would be 


appropriate to consider project merits 
and past results when selecting pro- 
jects. This information was generally 
lacking in the files we audited. Thus, 
project results cannot be shared and 
lessons cannot be learned that could 
improve subsequent project selection. 


9.72 For example, the Labour 
Market Innovations component can 
succeed only insofar as the results are 
reliable and are communicated to other 
stakeholders. The Program Evaluation 
report revealed that sponsors generally 
did not assess the results. Even when 
they did, their assessments did not 
address the question of effectiveness. 
The little information obtained on 
results was never published; its useful- 
ness was limited. 


9.73 Given the high volume of 
agreements at EIC, managers cannot be 
expected to perform aclose—out assess- 
ment for each project. The strategy for 
selection of projects to be assessed 
should include risk analysis and should 
also be appropriate to the circum- 
stances. 


9.74 Excessive controls can be 
counter—productive. However, we be- 
lieve that the control of projects is both 
essential and cost-effective. The feed- 
back it provides on results achieved is 
an important contributing factor in the 
sound management of program funds. 


9.75 To improve the control of 
projects, Employment and Im- 
migration Canada should: 


e ensure that project objectives are 
clearly stated; 


e select projects based on a more 
strategic analysis of the local 
labour market needs and prior- 
ities; 


e perform monitoring in a more 
efficient and effective manner; 


e develop a strategy for the selec- 
tion of projects to be assessed at 
the close-out of an agreement; 
and 
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e use the aggregate information 
generated by the _ close-out 
assessments as a basis for ident- 
ifying lessons learned that would 
improve future project selection. 


Department’s response: Caution 
must be used in drawing general 
conclusions from the audited sample. 
The nature of the program components 
audited is varied and complex and not 
representative of EIC’s full range of 
responsibilities. It must be recognized 
that the local level has neither full 
authority nor unlimited capacity. 
Signing authority is linked to the value 
and nature of the contract. There are 
circumstances where projects are ap- 
proved at the regional, national and 
ministerial level. This reality can 
affect the choice of projects approved. 


We are reviewing our reference and 
program materials to ensure that pro- 
ject objectives are clearly stated in 
agreements. 


The Department established a Plan- 
ning and Accountability Process for 
the local level in the last year and a 
half. The implementation of this 
process is now well under way. The 
guidelines will be reviewed to ensure 
that the necessary linkages to the 
selection process are established. 


EIC’s expectations in terms of project 
monitoring are demanding. Although 
managers at all levels remain com- 
mitted to these principles, other ser- 
vice delivery requirements have made 
it more difficult to find the resources 
required to fully implement them. 
Nevertheless, EIC recognizes that 
monitoring efforts need to be im- 
proved. A Monitoring Task Force has 
several major initiatives nearing 
completion. These initiatives include 
the redrafting of our manuals, working 
tools and the development of a train- 
ing package. The scope of monitoring 
is also being extended to better cover 
contracting and project close-out. 


A selection strategy has been drafted 
and is now being finalized. This 
selection process is based on program 


The close-out 
assessments of projects 
do not yield information 
that would allow Canada 
Employment Centre 
managers to learn, on an 
ongoing basis, about 
progress made toward 
targeted results and thus 
to improve subsequent 
project selection. 
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objectives, criteria, local needs and 
priorities. Information gathered in 
this exercise will be fed back into the 
planning process. 


Partnerships 


9.76 To achieve its program objec- 
tives, EIC relies on numerous partners 
in the public and private sectors, such as 
other federal departments, provincial 
ministries, business people and associ- 
ations. These partnerships are formed 
through contractual agreements, co— 
operative agreements or joint activities 
for policy development, support and 
delivery of programs, and provision of 
services. It depends on a network of 
Canada Employment Centres and re- 
lated points of service to identify and 
resolve local employment and insur- 
ance problems and provide feedback 
that is used to improve the efficiency of 
the Canadian labour market. 


9.77 EIC offers services in 10 re- 
gions and 487 Canada Employment 
Centres. These in turn, can enter into 
partnerships to carry out their man- 
dates. The Community Development 
sub—activity relies heavily on such 
partnerships with, for example, some 
220 Community Futures Committees 
and 200 Business Development 
Centres. 


9.78 Our audit focussed on how the 
Department manages its activities 
when program success depends on the 
actions of its partners. We examined 
the activities undertaken through some 
of the partnerships on which EIC relies 
for Community Futures. In regard to the 
Labour Force Development Strategy 
(LFDS), we reviewed the implementa- 
tion of the proposed partnerships. 


Community Futures 


9.79 The mandates, roles and re- 
sponsibilities of the organizations in- 
volved in a partnership must be defined 
clearly and precisely and must avoid 
overlapping with other programs. 
Although there may be several reasons 
for EIC to collaborate with a particular 


partner, there must be consensus on the 
objectives to be attained in order for the 
approach to be successful. 


9.80 | EIC’s Community Develop- 
ment sub—activity relies on commun- 
ity-generated initiatives to improve 
the labour market situation. It supports 
the development of local employment 
opportunities and helps communities 
facing severe labour market problems 
to effectively organize their resources 
to: 


e assess local problems and opportu- 
nities; 


e establish realistic objectives; 
e formulate appropriate plans; and 


e implement strategies that are criti- 
cal to the success of their plans and 
that promise significant impacts on 
the labour market. 


9.81 To these ends, the Commu- 
nity Futures component provides fi- 
nancial support to assist communities 
in the development of human, institu- 
tional and physical infrastructure and 
the implementation of entrepreneurial, 
employment development and adjust- 
ment strategies. 


9.82 A community is defined as a 
geographical area that includes a local 
government unit, or group of units, 
with common economic and employ- 
ment characteristics or problems. To 
be eligible for EIC’s support, commu- 
nities must face serious labour market 
difficulties, lack adequate mechanisms 
to address the unemployment problem 
on their own, and normally be outside 
metropolitan areas and distant from 
more buoyant labour markets. 


Relationships between Canada 
Employment Centres and 
Community Futures Committees 
are not fully established 


9.83 As defined in EIC’s oper- 
ational procedures, Community Fu- 
tures Committees (CFCs) are called 
upon to: 


e develop an economic development 
and adjustment plan or strategy; 


e secure and maintain the co—oper- 
ation and participation of stake- 
holders and experts in implementing 
the plan; and 


e verify the strategy’s appropriate- 
ness to local needs. 


CFCs also have a co-ordinating role in 
implementing other federal or provin- 
cial programs available to supplement 
or support initiatives by communities 
and the private sector. We note, 
however, that the committees are not 
responsible for implementing those 
programs. 


9.84 Community Futures Com- 
mittees share their territories with Ca- 
nada Employment Centres, although 
the boundaries may vary. Both organ- 
izations are required by EIC to prepare 
strategies that address local needs. In 
its 1989 directives on planning in 
Canada Employment Centres, EIC 
management stipulates that, through 
the planning process, CEC managers 
are responsible for: 


e liaison with existing provincial/ 
territorial and local agencies, in 
order to co—ordinate service deliv- 
ery to the extent possible; 


e identification of significant labour 
market issues that can and should be 
addressed by EIC; 


e prioritization of labour market is- 
sues; and 


e development of a strategy for the 
type and size of response appropri- 
ate to identified labour market 
issues; 


e co-ordination of existing programs 
and services to provide the most 
effective response to identified la- 
bour market issues. 


The directive further states that, within 
the scope of delegated authority, the 
Single most important factor in 
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ensuring excellence in EIC’s perform- 
ance is a strong and effective local 
planning process. 


9.85 In five of the nine commu- 
nities visited, we found that there was 
no liaison between the Community 
Futures Committees and the Canada 
Employment Centres concerned. The 
Community Futures program consul- 
tants responsible for assisting the 
communities generally report at the 
regional level. Relations between 
CFCs and EIC are thus established with 
program consultants, rather than with 
CEC representatives. Consequently, 
the co-ordination of strategic plans 
that involve shared territories is not 
assured. 


9.86 The establishment of a Com- 
munity Futures Committee and its 
membership are contingent upon the 
Minister’s approval. The Community 
Futures options can be implemented 
only if the CFC recommends them as 
part of its local strategy and only if they 
are approved by the Minister. EIC 
enters into agreements directly with the 
sponsors of initiatives called for in the 
Community Futures Committee’s 
plan. 


Few of the strategic plans 
examined were truly strategic in 
nature 


9.87 Most Community Futures 
Committee five-year strategic plans 
that we audited focussed primarily on 
program options rather than on alterna- 
tive strategies, such as the involvement 
of other public programs and the pri- 
vate sector. Only one community had 
prioritized its problems and had estab- 
lished a plan with a measurable objec- 
tive and a variety of means to achieve it 
within the planning time frame. 


9.88 The Community Initiatives 
Fund (CIF) is an option that is meant to 
be used to finance particularly worth- 
while new initiatives. CFCs must 
consider whether such initiatives are 
vital in implementing the chosen strat- 
egy to stimulate long-term growth in 


Few of the Community 
Future Committees 
five-year strategic plans 
examined considered 
alternative strategies. 
The data necessary to 


measure the impact of the 


implemented initiatives 


were neither identified nor 


collected. 
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employment and renewal of economic 
activity. 


9.89 An analysis of the CIF pro- 
jects approved since 1987 shows that 
more than 130 focussed on the develop- 
ment of sports or tourism facilities and 
70 on the manufacturing sector as 
shown in Exhibit 9.4. Twenty-three of 
the 24 projects where funds were 
allocated to pay for necessary infra- 
structure were in these two sectors. The 
Exhibit also shows the distribution of 
CIF projects by types and sectors of 
activity, and by number of projects and 
dollars approved. 
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Community Initiatives Fund Project 


9.90 | Weexamined 22 projects that 
were supposed to create some 2,000 
long-term jobs. Some projects paved 
the way for subsequent job-creating 
projects — for example, road construc- 
tion or the installation of municipal 
infrastructure that would facilitate the 
promotion of future projects. 


9.91 In a community that had pro- 
posed three initiatives to EIC, we found 
that all three had been designed before 
the five-year strategic plan was com- 
pleted and submitted to EIC for appro- 
val. Two of these initiatives were 
approved before the strategic plan. 
This is not in keeping with the eligibil- 
ity criteria for CIF proposals, which 
require that initiatives be integral to the 
implementation of the chosen strategy. 
Investments of more than $5.6 million 
were required, and EIC contributed 
$1.6 million towards these initiatives. 


9.92 In another community, EIC 
has spent more than $6 million for the 
construction of two sports centres in 
two localities about 20 kilometres 
apart. In each case, the amount of 
private investment was small. Other 
sources of financing were the provin- 
cial government and the municipal- 
ities. The total cost of the projects was 
$20.8 million. The two municipalities 
agreed to absorb the anticipated defi- 
cits once the centres were operational. 
Neither project was completed at the 
time of our audit. Although the projects 
did create jobs and the five-year stra- 
tegic plan of the community had given 
priority to the tourism sector, the plan 
had not identified measurable goals for 
long-term growth in employment 
against which progress and the results of 
these interventions could be assessed. 


9.93 In most CIF projects exam- 
ined, the data necessary to measure the 
impact on the long-term level of em- 
ployment were neither identified nor 
collected. Consequently, the impact of 
these projects on employment in the 
community could not be established. 
EIC is not in a position to assess the 


proposals and evaluate the results of 
these activities. 


9.94 The expected results of the 
interventions of the Business Develop- 
ment Centres, another option of Com- 
munity Futures, are expressed in terms 
of jobs created and maintained. A visit 
to ten of these centres revealed that the 
systems used by six of them to measure 
results were unreliable. These results 
do not enable the CFCs to assess the 
appropriateness of their strategic plans, 
since measurable objectives have not 
been set. In spite of this, the results are 
used by the Community Futures Com- 
mittees to assess the option and recom- 
mend its continuation. The results are 
also included in their annual reports to 
EIC. 


Employment and Immigration did 
not provide enough information on 
the program to Community 
Futures Committees 


Paks The guidelines used by com- 
mittee members are those intended for 
EIC staff. In addition, committee 
members must be familiar with other 
federal and provincial programs upon 
which they may call. There is evidence 
of a large number of provincial pro- 
grams providing funds for economic 
development. CFCs, however, rarely 
make use of these other sources of 
funds. 


9.96 A 1981 evaluation of the 
Community Employment Strategy 
highlighted several important lessons 
for the design of employment programs 
and the involvement of local elements 
in the process. The strategy repre- 
sented an attempt by the federal and 
provincial governments to involve 
communities in improving the design 
and targeting of services to the chroni- 
cally unemployed. The evaluation 
report observed, among other things, 
that: 


e the delineation of roles and res- 
ponsibilities was not clear; 
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e the organizational structures sup- 
porting the program’s objectives 
should have been matched to oper- 
ational requirements in terms of 
their capacity to co-ordinate ser- 
vices and support locally based 
planning processes; 


e the analysis of community readi- 
ness was inadequate in terms of 
organizational skills, knowledge of 
government programs and the type 
of support and development time 
required; and 


e the planning horizons were too 
short; communities would have 
benefited from instruction in plan- 
ning methods and from technical 
assistance. 


EIC recently conducted two studies 
that addressed some of these issues. 
The recommendations resulting from 
the studies that may impact at the local 
level have yet to be implemented. 


9.97 As we have noted, the har- 
monization and complementarity of 
activities between Canada 
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Employment Centres and Community 
Futures Committees is not assured. 
Few of the five-year strategic plans 
provide a basis for EIC to assess the 
initiatives to be financed by them. 
Appropriate mechanisms for measur- 
ing results by EIC or by the CFCs are 
not in place. 


9.98 Employment and Immigra- 
tion Canada should ensure that: 


e relationships are established be- 
tween the Canada Employment 
Centres and the Community Fu- 
tures Committees; 


e future strategies provide a basis 
for assessing the initiatives to be 
financed by them; and 


® appropriate mechanisms __ to 
measure the results of the inter- 
ventions proposed by the Com- 
munity Futures Committees are 
in place. 


Department’s response: The need for 
Canada Employment Centres (CEC) 
and Community Futures Committees 
(CFC) to actively involve each other 
in their operations, particularly in 
their annual strategic planning exer- 
cises, is clearly stated in various 
policy documents. Some initiatives are 
already under way to strengthen the 
relationship. For example, in a recent 
Business Development Centre 
(BDC)/CFC_ conference (September 
1992) organized in Sorel for all CFCs 
and BDCs in Quebec, CEC managers 
were present for the very purpose of 
improving the relationship. It is also 
expected that the Goals and Measures 
project will contribute to an improve- 
ment of the harmonization of CFC 
objectives and CEC strategies through 
a better integration of CFCs’ strat- 
egies to the Planning and Account- 
ability Process at the local level. 


Current guidelines emphasize the need 
for initiatives to correspond to the 
objectives identified in the strategic 
plan of the community. In one of the 
examples mentioned, it is noted that a 


community strategic plan prioritized 
development in the sport and tourism 
sectors and proceeded to construct 
two sport centres. In the analysis of 
these two projects, it was considered 
that a large number of jobs would be 
generated during the construction of 
the centres, and that 63 permanent 
jobs would result in a community 
sustaining a high level of indefinite 
layoff in the forestry sector. As well, 
the need to encourage growth in 
tourism was a significant factor in the 
strategic plan. 


There are numerous projects under 
way at this time that are expected to 
specifically address the concerns 
raised, including: 


® a community training project, 
under which a training program is 
being designed. This program will 
be given to all CFC and BDC board 
members and staff to enhance their 
ability to design and implement a 
strategic development plan; 


e the training program that is cur- 
rently being implemented for vol- 
unteers and staff of Community 
Futures Committees, which will 
increase their knowledge in the 
area of access to other federal and 
provincial programs and will also 
clarify EIC’s expectations with re- 
spect to the CFCs’ obligations; 


@ the Goals and Measures II project, 
which is designing work tools and 
procedures for CFCs to negotiate 
with EIC staff a set of observable 
performance measures that are 
consistent with the CFCs’ strategic 
goals and will provide a measure of 
the CFCs’ success in reaching 
those goals; 


@ aproject to enhance the regularity 
and accuracy of reports of the 
CFCs’ activities and their impacts; 
and 


e the Goals and Measures project, 
which will affect all aspects of 
reporting and performance assess- 
ment by the CFCs and thus will 


result in more _ appropriate 
mechanisms to measure the results 
of CFCs’ interventions and 
strategic plan. 


Future Partnerships 


9.99 The Canadian Labour Force 
Development Board (CLFDB) was 
established in January 1991. Its main 
role is to provide advice and recom- 
mendations to labour market partners 
concerning training and human re- 
source development. It is responsible 
for promoting stronger links among 
education, training and the workplace, 
and for encouraging new sectoral and 
community training initiatives. 


9.100 Since its establishment, the 
Board has made recommendations to 
the Minister of EIC concerning the 
productive use of Unemployment 
Insurance funds. It has also recom- 
mended more counselling services and 
an increase in EIC administrative per- 
sonnel and resources. Accountability 
mechanisms between CLFDB and fed- 
eral and provincial/territorial govern- 
ments have yet to be defined. 


9.101 | The creation of provincial/ 
territorial and local boards is planned 
for 1992-93. Local boards will provide 
guidance and strategic direction to the 
operation of training programs in their 
local areas, within broad guidelines 
established by the CLFDB and their 
provincial/territorial boards, and with 
reference to the economic and struc- 
tural influences that have an impact on 
their local labour markets. The estab- 
lishment of local boards will obviously 
be dependent on the establishment of 
their respective provincial/territorial 
boards. 


9.102 It is expected that 60 to 70 
local boards will be established during 
the next few years. Although none has 
yet been established, estimates of funds 
available under the Unemployment 
Insurance Act have practically tripled 
from $560 million to $1.4 billion since 
1990-91. However, EIC management 
says it can ensure the productive use of 
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these UI funds by several means. These 
include EIC’s planning guidelines, the 
strategic plans of Canada Employment 
Centres and Community Futures Com- 
mittees, federal—provincial/territorial 
agreements and sectoral studies. 


9.103 We have observed that some 
of these means do not enable EIC to 
ensure that additional funds available 
for training are used efficiently and 
effectively. As we have already noted 
for the components audited, Canada 
Employment Centres do noi set suffi- 
ciently precise and measurable objec- 
tives and priorities in their strategic 
planning. They do not evaluate the 
degree to which their objectives and 
priorities are achieved. We have ob- 
served similar problems with respect to 
the strategic planning of Community 
Future Committees. The quality and 
effectiveness of training under federal— 
provincial/territorial agreements have 
seldom been evaluated jointly by federal 
and provincial/territorial governments. 


9.104 How can EIC ensure that the 
training it funds meets the needs of the 
labour market? Who will be account- 
able for measuring results achieved? 
Significant additional funds from the 
Unemployment Insurance Account 
have been available since January 
1991, yet these questions remain 
unanswered. 


Conclusion 


9.105 EIC is accountable for the 
results it achieves. This applies to 
results at the global level as well as to 
the program components. It applies to 
locally funded projects as well as to 
nationally selected projects. It applies 
to partnerships with communities, as- 
sociations, companies or individual 
clients, as well as with provinces and 
territories. Overall, EIC does not know, 
on an ongoing basis, the cost— 
effectiveness of its interventions. In this 
chapter we have described project con- 
trol weaknesses and incomplete and 
untimely performance information. 


9.106 Wehavealsoreported import- 
ant deficiencies in the Department’s 
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monitoring of results with respect to 
overall objective, program compo- 
nents, individual projects and partner- 
ship agreements. Some can be 
corrected directly by EIC — but not all, 
particularly those dependent upon 
jointly undertaken activity. Where EIC 
works with other government depart- 
ments and/or the private sector to 
improve the functioning of the labour 
market, its control task must recognize 
such multiplicity of interests. Never- 
theless, the complexity this introduces 
to the accountability relationship does 
not remove it from parliamentary scru- 
tiny. 


9.107 Parliament requires reliable 
information about EIC’s activities and 
their effects on the labour market. It has 
been informed of EIC’s mission, activ- 
ity objectives and major lines of busi- 
ness. But it has not received evaluation 
evidence of the effectiveness of EIC’s 
efforts to achieve its overall objective. 
To what extent do EIC’s expenditures 
contribute to the more efficient and 
effective functioning of the labour 
market? This important question re- 
mains unanswered. 


9.108 This Office has, on several 
previous occasions, voiced its concern 
as to whether Parliament is receiving 
adequate information from depart- 
ments on their management of public 
funds designed to achieve national 
objectives. We have underlined the 
need for measurable expectations by 
which to monitor the use of public 
funds transferred to other jurisdictions. 
We continue to be of the opinion that 
national objectives must be defined 
and mechanisms must be established to 
relate federal expenditures to national 
goals. 


9.109 Regardless of the level of 
government that actually carries out 
the labour market programs, Parlia- 
ment (as explained in Chapter 6) 
requires stewardship information, in- 
cluding the program mission; the major 
lines of business, the structures, the 
instruments and objectives designed to 
achieve the mission; and performance 
information showing to what extent 
public funds have been successfully 
used. 
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Loans to Sovereign States 


Assistant Auditor General: Bonnie Miller 
Responsible Auditor: Barry Elkin 


Main Points 


10.1 Canada extends credit to individual sovereign states for many reasons: to promote 
development, to support foreign policy objectives and to facilitate export trade. Sovereign states 
owe Canada over $16 billion, of which $12 billion is owed to two Crown corporations — the Export 
Development Corporation and the Canadian Wheat Board. 


10.2 The decision to extend credit to a country is complex and entails consideration of a number 
of factors, including those related to foreign and domestic policy, such as the promotion of Canadian 
agriculture. Granting credit to sovereign states also involves accepting risks. These risks take the 
form of delays or non—payment of loan interest or principal. 


10.3 The government holds the view that sovereign loans are ultimately collectable unless 
formally repudiated. In 1990, in anticipation of debt relief measures agreed to by the international 
creditor community, the government provided an allowance for debt relief costs in its financial 
statements. Subsequently, in 1991, the government voluntarily provided debt relief to Poland and 
Egypt. These arrangements will cost Canada more than $3 billion over the next 18 to 25 years and 
will use up a substantial portion of its allowance. 


10.4 Given the uncertain global economic outlook, the possibility that additional debt relief may 
be required, and the fact that many organizations including the World Bank now recognize, quantify 
and account for losses associated with loans to sovereign states, the government needs to assess 
whether its current policy is appropriate and realistic. It also needs to assess, on an annual basis, the 
value of these loans. 


10.5 Parliament needs better information on Canada’s overall sovereign loan exposure and the 
costs associated with it. For instance, on the matter of the 1991 debt relief to Poland and Egypt, 
Parliament has been told only that the costs of these arrangements would be $542 million over the 
first two years. 
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Background 


10.6 Canada extends credit to indi- 
vidual sovereign states for many rea- 
sons: to promote development, to 
support foreign policy objectives and 
to facilitate export trade. 


Sovereign states owe Canada over 
$16 billion 


10.7 At present, individual sover- 
eign states owe Canada over $16 billion 
in loans (see Exhibit 10.1). Most of this 
credit — over $12 billion — was 
extended by two Crown corporations, 
the Export Development Corporation 
and the Canadian Wheat Board, to 
support export sales. 


10.8 Both the Export Develop- 
ment Corporation and the Canadian 
Wheat Board finance their export sales 
to sovereign states by borrowing do- 
mestically and internationally, using 
the Government of Canada as guaran- 
tor. As the government guarantees this 
borrowing, in effect it assumes the risks 
and the costs if a sovereign state is 
unable to repay or if it delays repay- 
ment of its loans from the corporation. 
Thus, any costs associated with these 
borrowings are reflected in the govern- 
ment’s financial statements. 


10.9 Over $1.5 billion was also 
loaned to sovereign nations through the 
Canada Account to enable them to buy 
Canadian exports on credit. The Ac- 
count is managed by the Export Devel- 
opment Corporation and is used to 
make loans for transactions deemed to 
be in the national interest, but for which 
the corporation is unable to extend 
credit because it has reached its maxi- 
mum exposure ceiling for a single 
country or because a market is con- 
sidered too risky. These loans are 
frequently offered on concessional 
terms — often interest-free with up to 
40 years to repay after a 10-year grace 
period. Canada Account loans are 
funded from the Consolidated Revenue 
Fund and any concessional loans are 
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fully expensed as a budgetary item in 
the year advanced. 


10.10 Exhibit 10.2 provides in- 
formation on Canada’s overall loan 


exposure by country. The decision to extend 


10.11 Eachof the three vehicles that credit to a country is 
extend export credit has a separate 

procedure to establish credit limits. complex. 
The Export Development Corporation 

establishes the credit limits on its 

corporate account. Credit limits for the 

Canadian Wheat Board and the Canada 

Account are set by the government 

after taking into account the advice 

provided by the Department of Finance 

and others. Credit limits to certain 

debtors have, on occasion, been in- 

creased by the government, not due to 

increased creditworthiness of the 

country but to accommodate accumu- 

lating unpaid interest. The Department 

of Finance monitors and assesses on an 

ongoing basis the activities of these 

three separate vehicles. 


10.12 The decision to extend credit 
to a country is complex and entails 
consideration of a number of factors, 
including those related to foreign and 
domestic policy, such as the promotion 
of Canadian agriculture. The extension 
of credit to the former Soviet Union, 
and the subsequent decision to tempo- 
rarily halt grain shipments to Russia, 


Exhibit 10.1 
Government of Canada Consolidated Sovereign Loan Exposure’ 


at 31 March 1992 
(millions of $) (unaudited) 


Government of Canada: 


Department of Finance 600 
Canadian International Development Agency 2,350 
External Affairs - Canada Account 1,570 
Agent Crown Corporations: 2 
Export Development Corporation 6,3203 
Canadian Wheat Board 5,860 
Total Consolidated Exposure 16,700 


1 Including accrued interest (booked and unbooked) on loans 
2 EDC and CWB are not consolidated in the Public Accounts 
3 Excluding provisions made for uncollectable loans 


Source: Department of Finance 
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The government 
maintains that sovereign 
loans are considered 
ultimately collectable 
unless formally 
repudiated by debtor 
countries. 


Exhibit 10.2 


Loans to Sovereign States 


illustrate the range of issues and the 
complexity associated with such deci- 
sions (see Exhibit 10.3). 


Audit Objectives and 
Scope 


10.13. Our audit objective was to 
assess how the government recognizes 
and accounts for the risks associated 
with direct loans to sovereign states as 
well as those guaranteed by the govern- 
ment. We also assessed the adequacy of 
information presented to Parliament on 
all sovereign lending and on the various 
risks associated with these loans. 


10.14 We concentrated on _ the 
$12 billion owed by sovereign states as 
a result of export credit sales through 
the Export Development Corporation 
and the Canadian Wheat Board. Al- 
though our audit required that we 
understand how loans are administered 
by these Crown corporations, we did 
not audit the corporations themselves. 


10.15 Our audit focussed on the 
activities of the Department of Fi- 
nance, which co-ordinates sovereign 
lending, and the Office of the Comp- 
troller General, which, with the De- 


Aggregated Sovereign Loan Exposure!, by Country, at 31 March 1992 | 
(Consolidated EDC and CWB and Government of Canada) 


(millions of $) (unaudited) 


Poland 
Russia 
India 
Brazil 
China 
Algeria 
Egypt 
Pakistan 
Peru 
Mexico 
Other 


pare ON COT ION is OU 


an 


The top ten countries represent 65% of total loan exposure to sovereign states. 


1 Including accrued interest 


Source: Department of Finance 


266 


partment of Finance, is responsible for 
determining the accounting policies 
used in preparing the Public Accounts. 


Observations 
Recognizing the Risks 


10.16 Granting credit means ac- 
cepting risks. In the case of loans to 
sovereign states, risks take the form of 
delays or non—payment of loan interest 
or principal. We would expect the 
government to regularly assess the 
risks associated with granting credit to 
sovereign states and to recognize the 
cost in its financial statements. 


10.17 The government has tradi- 
tionally maintained that a sovereign 
loan is considered ultimately collect- 
able unless formally repudiated by the 
debtor. 


10.18 Until the 1980s, when many 
debtor countries began experiencing 
repayment difficulties, it was generally 
believed that loans to sovereign states 
were always collectable. During the 
past decade, however, many creditors 
have recognized that, in fact, not all 
sovereign loans are collectable — that 
some loans may never be repaid in full 
and that repayment of others may be 
delayed indefinitely. 


Rescheduling the debts of countries 
with repayment problems — the 
Paris Club 


10.19 When acountry finds itself in 
financial difficulty, it can seek to have 
its debts to sovereign states resched- 
uled through the Paris Club, the forum 
for rescheduling (restructuring) sover- 
eign debt. The Paris Club, of which 
Canada is a member, is the group of 
creditor countries involved in these 
reschedulings. The Paris Club’s pol- 
icies are often influenced by the Group 
of Seven (G-7) _ industrialized 
countries (U.S., Japan, U.K., Germany, 
France, Italy and Canada). 


10.20 Before acountry can apply for 
debt rescheduling, the Paris Club 


requires that country to have in place an 
economic reform program that is sup- 
ported by the International Monetary 
Fund. 


10.21 Since it started in 1956, the 
Paris Club has always sought to pre- 
serve the value of sovereign loans when 
it reschedules them. Most reschedul- 
ings offer a grace period on principal 
repayments, with interest at market 
rates, thereby maintaining the present 
value of the loan. It was assumed that 
deferring repayment helps a debtor 
country by allowing time for develop- 
ment activities and for economic pro- 
grams supported by the International 
Monetary Fund to bring the country 
back to a point where it can again 
service its debt. 


Allowance for potential debt relief 


10.22. In 1990 the government, 
anticipating debt relief initiatives, vol- 
untarily set up an allowance in its 
financial statements “... in respect of 
potential debt relief or debt service 
relief measures for financially troubled 
countries under multilateral agree- 
ments.” 


10.23 Inour view, the establishment 
of this allowance was, in effect, a 
recognition by the government that 
there are risks and potential reductions 
in the value of certain loans. 


Rescheduling the debts owed to 
Canada by Poland and Egypt 


10.24 According to the Department 
of Finance, in 1991, for geopolitical (as 
opposed to financial) reasons, the in- 
ternational creditor | community 
through the Paris Club decided to 
embark on a process of voluntary debt 
relief for Poland and Egypt. The 
Department also advised us that this 
was an exceptional case. 


10.25 As its share of the undertak- 
ing, the Canadian government agreed 
to provide 50 percent debt relief on a 
present—value basis to Poland and 
Egypt, provided those countries meet 
the International Monetary Fund’s 
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targets for economic reform. Poland 
owed the Export Development Corpor- 
ation and the Canadian Wheat Board 
approximately $3.5 billion, of which 
over $2 billion was unpaid interest; 
Egypt owed them $540 million. In 
addition, debt relief involving relative- 
ly small amounts had previously been 
offered to the world’s poorest 
countries. 


Debt relief to Poland and Egypt 
could cost Canadians over 
$3 billion in the next two decades 


10.26 On behalf of Poland and 
Egypt, the Canadian government is 
paying the Export Development Cor- 
poration and the Canadian Wheat 
Board a portion of the interest pay- 
ments due from those countries. This 
will reduce Poland’s and Egypt’s debts 
by half of their present value. Specifi- 
cally, the government will pay a portion 
of the interest payments due for the 18 
years of the agreement with Poland, 
and for 25 years in the case of Egypt. 
The Department of Finance has esti- 
mated that this will cost the govern- 
ment about $800 million over the first 
three years beginning in 1991, and 
$3.1 billion in total. 


More debt relief may be needed 


10.27 According to the World Bank, 
there are many countries whose pros- 
pects for a return to external viability 


The Canadian Wheat Board sells grain to buyer countries around the world — often on 
credit (see paragraphs 10.11] and 10.12). 
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The government needs to 
adequately disclose to 
Parliament its total costs 
and commitment with 
respect to debt relief. 


The government needs to 
examine whether its 
Current policies for 
recognizing these risks 
are appropriate and 
realistic. 
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within a reasonable period of time are 
highly uncertain. The Paris Club is 
considering offering additional debt 
relief to low-income countries, and 
continues to examine the severely 
indebted lower middle-income 
countries on a case-by-case basis. 
Further debt relief may be necessary. 


10.28 Inthe event that private sector 
financing proves to be inadequate, 
governments may also be called upon 
to increase their lending to the re- 
publics of the former Soviet Union. 


10.29 On 16 June 1992, the Secre- 
tary of State for External Affairs said: 


“Trinidad terms (debt relief to 
the poorest countries) as they 
currently stand will cost Can- 
ada about $100 million. This isa 
cost we have agreed to bear. If 
we were to reduce the amounts 
owed by the poorest countries 
by 100 percent, the cost would 
be in the area of $250 million. 
We have said that we are pre- 
pared to move in this direction 
for countries who need more 
relief. As for the lower middle— 
income countries, debt reduc- 
tion would have much larger 
costs — up to $1 billion, de- 
pending on the percentage of 
reduction and countries con- 
cerned. That is why in interna- 
tional discussions on this issue 
we have stressed that any reduc- 
tion for these countries must be 
gauged on the basis of real need. 
All debt reduction has cost asso- 
ciated with it. Forgiving offi- 
cial debt of all the developing 
countries with potential debt 
servicing problems would cost 
Canadian taxpayers well over 
$5 billion. This is far beyond 
what we can afford to do ...” 
[italics added] 


Will the allowance for debt relief 
be enough? 


10.30 Using estimates provided by 
the Department of Finance, the debt 
reduction agreements with Poland and 
Egypt, together with debt reduction for 
the poorest countries, have committed 
a significant portion of the allowance. 
If interest rates rise, more of the 
allowance will be used. Finance has 
acknowledged that this allowance was 
intended to service only Poland, Egypt 
and the world’s poorest countries, and 
that it remains adequate for that pur- 
pose. 


10.31 As the Secretary of State for 
External Affairs has stated, other 
countries may also need debt relief. If 
offered, this additional debt relief may 
exceed the balance of the allowance. 


10.32 The government’s stated ac- 
counting policy with respect to the 
valuation of assets is: “Assets are 
recorded at cost and are subject to 
annual valuation to reflect reductions 
from the recorded value to the esti- 
mated realizable value.” Because the 
government views sovereign loans as 
ultimately collectable, it sees no need 
to annually value its loan portfolio. We 
think the government should annually 
adjust its allowance for debt relief to 
recognize the changing financial risks 
in sovereign lending. 


Is the present policy for 
recognizing risk still appropriate? 


10.33 The Department of Finance 
maintains the position that the prin- 
ciple of the ultimate collectability of 
sovereign loans remains valid. Paris 
Club debt negotiations are based on the 
premise that liquidity problems are 
temporary and, if properly addressed, a 
country will ultimately be able to meet 
its obligations. The fundamental 
rationale underlying the approach of 
Canada and other creditors to resched- 
uling in the Paris Club, as stated by the 
Department of Finance, is to ensure 


that the net present value of resched- 
uled claims is not reduced. 


10.34 However, according toa 1991 
World Bank report, the Paris Club now 
accepts the need for debt rescheduling 
in certain circumstances, to help re- 
solve problems of solvency as well as 
temporary liquidity problems. Debt 
relief may be necessary if certain 
countries experiencing repayment 
problems are to achieve external vi- 
ability — the capacity to meet interna- 
tional financial obligations without 
further debt rescheduling or debt relief, 
while achieving satisfactory growth. 
Full external viability implies a return 
to creditworthiness, which is the ability 
to borrow on normal market terms. 


10.35 Many financial institutions 
including the World Bank (see Chapter 
12, paragraphs 12.65 to 12.71) and 
commercial banks now recognize and 
quantify the risks associated with sov- 
ereign loans. 


10.36 Given this and the possibility 
of further debt relief, the government 
needs to examine whether its current 
policies for recognizing these risks are 
appropriate and realistic. 


Information to Parliament 


10.37 Information is provided to 
Parliament in several documents: the 
Budget, the Estimates and the Public 
Accounts. The information in these 
documents should be reliable, consist- 
ent, complete, relevant and under- 
standable. 


Better information on Canada’s 
overall sovereign loan exposure is 
needed 


10.38 Canada’s sovereign loan port- 
folio is held by departments, agencies 
and Crown corporations. Because the 
activities of Crown corporations that 
lend to sovereign states are not in- 
cluded in the government’s summary 
financial statements in the Public Ac- 
counts, the information Parliament 
receives in the Budget, Estimates and 
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Exhibit 10.3 


Avril 1992 
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In April 1992, the G-7 countries decided to extend $24 billion in credit and other 
assistance to the former Soviet Union. For Canada the extension of credit would promote 
foreign policy objectives as well as contribute to export sales — primarily wheat to Russia. 
In March 1992, Cabinet considered the situation and confirmed a line of credit through the 
Canadian Wheat Board. In July 1992, the International Monetary Fund reached 
agreement with Russia on an economic reform program. In August 1992, the Canadian 
Wheat Board suspended further grain shipments to Russia due to non-payment of its debts. 
Later that month the Board resumed grain shipments, following partial payment by Russia. 


Source: Various Canadian newspapers. 
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Public Accounts on sovereign loans is 
incomplete, in that there is no informa- 
tion on Canada’s aggregate exposure, 
in total or on a country—by—country 
basis. 


10.39 Parliament needs to receive 
meaningful annual reporting on Can- 
ada’s international financial commit- 
ments. A meaningful report could 
include information on Canada’s sov- 
ereign loan portfolio, including expo- 
sure by country, and on yearly activities 
including debt relief. It could also 
include information on the Interna- 
tional Assistance Envelope and on 
Canada’s participation in the Interna- 
tional Monetary Fund, the World Bank 
and the other international financial 
institutions that extend loans to sover- 
eign states. 


Disclosure of debt relief reductions 
is inadequate 


10.40 As described earlier, the gov- 
ernment entered into major debt relief 
agreements with Poland and Egypt. 
Parliament, through the Estimates, has 
been provided with information on 
only the first two years of annual 
payments — $263 million in 1991-92 
and $279 million in 1992-93. 


10.41. We would expect the Part III 
of the Estimates to provide more in- 
formation on debt relief and the cost of 
accepting these risks. For example, the 
following important information was 
not provided: the debt relief to Poland 
and Egypt has a present value of over 
$2 billion; and over a period of 18 to 25 


years, an estimated $3.1 billion of the 
allowance will be used up as payments 
are made to the Export Development 
Corporation and the Canadian Wheat 
Board for debt relief given to these and 
other countries. 


Conclusion 


10.42 The government needs to re- 
view its current policies for recogniz- 
ing and accounting for risks associated 
with loans to sovereign states to ensure 
that they are appropriate and realistic 
and that its financial statements ad- 
equately reflect the costs of these risks. 


10.43 It also needs to provide better 
information to Parliament on its overall 
sovereign loan exposure, and 
adequately disclose its total costs and 
commitment with respect to debt relief. 


Department’s response: The Depart- 
ment of Finance disagrees with the 
fundamental premise of this chapter, 
which calls into question the ultimate 
collectability of loans to sovereign 
governments. The practice of all Paris 
Club creditors to international sover- 
eign debt continues to be based on the 
principle of ultimate collectability. 
The agreed policies and practices of 
the federal government reflect this 
approach. The Department of Finance 
believes that this entire chapter is 
based on a false premise, and thus it is 
not possible to comment on the con- 
tents of the chapter on a paragraph—- 
by-paragraph basis. 
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Regional Development Banks 


Assistant Auditor General: Paul Ward 
Responsible Auditor: Vinod Sahgal 


Main Points 


11.1 The government views multilateral co—operation as important to achieving Canada’s 
foreign policy objectives. Promoting development is an integral part of these objectives. Canada’s 
involvement with the regional development banks is a significant and growing aspect of multilateral 
co-operation. 


11.2 Canada’s cumulative financial assistance to the banks has risen from $2.6 billion in 1983 to 
$6.2 billion in 1991. Per capita, Canada contributes more than any other G—7 country. 


11.3 Canada’s purpose for participating in the regional development banks has been articulated 
in the International Development (Financial Institutions) Assistance Act. 


11.4 CIDA, and Parliament, need better information to know how effective Canada’s 
participation in the regional development banks has been in promoting the social and economic 
advancement of developing countries. CIDA is working with each bank to improve effectiveness 
evaluations. So far the results have been mixed. A study on the effectiveness of the banks is under 
way in Canada by the North-South Institute. CIDA, along with six other funders, is actively 
participating in this study. 


11.5 The matters for which the Minister is accountable to Parliament need to be clarified. It is 
reasonable to expect that the Minister be able to: provide an account to Parliament of the overall 
results achieved through the regional development banks; justify, based on these results, the extent 
of Canada’s participation in each bank; and account for the specific means employed to achieve 
Canadian objectives in these international institutions. 


11.6 Certain aspects of Canada’s management, accounting, control and reporting procedures 
need to be re-examined. We have four concerns: 


@ There is a need for CIDA to enhance its analysis of the quality of the banks’ loan portfolios. 


@ The accounting treatment of the $391 million Canada has paid as capital to the banks needs to be 
reconsidered. There is, for example, no expectation of financial return on this “asset”. 


@ Canada has committed $3.7 billion to the banks as unpaid subscribed capital — in essence, 
guarantees that support the banks’ borrowings. There is no explicit approval by Parliament of 
these guarantees. 


@ The Public Accounts do not show as liabilities the $1.1 billion in notes payable for moneys 
committed to the regional development banks, despite Canada’s legal obligation to pay. This 
accounting treatment needs to be reconsidered. 
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Introduction 


11.7 Regional development banks 
are international financial institutions 
that Canada uses in co—operation with 
other nations to promote the social and 
economic advancement of developing 
countries. Multilateral co-operation is 
a key element in Canada’s foreign 
policy, as we observed in Chapter 12 of 
our 1991 Report, and development 
assistance — a field in which Canada 
has been active for more than 40 years 
— forms a significant part of that 
co-operation. 


11.8 The three main development 
banks referred to in this Chapter are the 
African Development Bank (AfDB) 
based in Abidjan, Céte d’Ivoire; the 
Asian Development Bank (AsDB), 
based in Manila, Philippines; and the 
Inter-American Development Bank 
(IDB), based in Washington, D.C. 


11.9 Membership in the regional 
development banks is generally made 
up of developing countries in a particu- 
lar region and industrialized countries 
of the world. 


Background 


11.10 Each regional development 
bank has both a “bank component” (the 
“Bank” or the “hard window’), which 
normally issues interest-bearing loans 
to developing countries that are at more 
advanced stages of economic develop- 
ment, and aconcessional “fund compo- 
nent” (the “Fund” or the “soft 
window”), which makes concessional 
loans to the poorer developing 
countries. However, many developing 
countries borrow from both the bank 
component and the fund component of 
an institution. 


11.11 The regional development 
banks obtain the funds for their “hard 
window” from three main sources: 
interest and fees on loans and invest- 
ments, the money member countries 
pay to the banks in return for shares (the 
paid-in capital), and the money the 


Canadian International Development Agency 


banks borrow in the international capi- 
tal markets. Member countries guaran- 
tee that borrowing through an unpaid = Multilateral co-operation 
subscription to the banks’ capital, +r 
known as the “callable capital”. The as important to achieving 
loans from the “soft window” are Canada’s foreign policy 
financed mainly through grants made es 

by member countries (see Exhibit objectives. 

basi); 


The government views 


11.12 Assistance to developing 
countries by the African Development 
Bank, the Asian Development Bank 
and the Inter-American Development 
Bank has been growing. Loans out- 
standing totalled approximately 
US $53 billion at 31 December 1991 
compared to approximately 
US $22 billion in 1985. In addition, 
undisbursed loans increased from 
US $22 billion in 1985 to US $32 bil- 
lion at the end of 1991 (see Exhibit 
11.2). An undisbursed loan is a loan 
that has been approved but not all 
disbursements have been made. 


11.13. The regional development 
banks make the bulk of their loans for 
social and physical infrastructure pro- 
jects in sectors like transportation, 
energy or agriculture. However, since 
the peak of the debt crisis in the 
mid—1980s, they have also been mak- 
ing policy—based loans — which can be 
disbursed more quickly than the tradi- 
tional project-based loans — 
Exhibit 11.1 


Regional Development Banks 
Sources and Utilization of Funds 


Regional development banks have two 
components. Each component obtains 
funds from different sources and makes 
loans at different conditions. 


Sources of Funds Uses of Funds 


Lending and 
Investment 
Operations 


ares . “Bank” Component P : 
in tal 
aid—in Capital —> (Hard Window) — > Quasi-commercial 


Borrowing from loans 


Capital Markets 

Lending and 
Investment —> i _ 
Operations Fund” Component — > Concessional 
Grants from (Soft Window) loans 
Members 
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Exhibit 11.2 
Regional Development Banks‘!) 


Loans Outstanding and Undisbursed 
(in billions of U.S. dollars) 


60 


1985 1986 1987 


Undisbursed 


co-financed, in many cases, with the 
World Bank. Through this policy— 
based lending, they finance a bor- 
rower’s “‘structural adjustment” — the 
term used for packages of economic 
assistance linked to policy reform in 
developing countries, designed to put a 
country on a path of sustainable growth 
and thereby help it meet its interna- 
tional financial obligations. The re- 
gional development banks also advise 
member governments on_ sectoral 
policy reform, and make “sectoral” or 
“policy” loans for that purpose. 


11.14 Most of the money for both 
traditional project loans and policy— 
based loans goes to governments and 
state undertakings in the public sector, 
although assistance is also provided to 
the private sector. 


11.15 Each bank is headed by a 
Board of Governors. Operating author- 
ity and responsibility for policy devel- 
opment is delegated by the Board of 
Governors to a full-time Board of 


1988 1989 1990 1991 


- - Outstanding 


“Between 1985 and 1991, loans outstanding increased from US $22 billion to 
US $53 billion, and undisbursed loans grew from US $22 billion to US $32 billion.” 


(Including both the bank component and the fund component and excluding the Caribbean 


Development Bank/Fund 


Source: Annual reports of the Banks 
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Executive Directors. The Executive 
Directors meet regularly and normally 
make their decisions by consensus. Ifa 
vote is needed, voting power is 
weighted according to the size of a 
member country’s contribution. As a 
member of the regional development 
banks, Canada accepts the principle of 
collective control by member states. 


Canada’s participation in the 
regional development banks is 
significant and growing 


11.16 Like other members of the 
Group of Seven (G-7) largest indus- 
trialized countries, Canada is a 
member of all three regional develop- 
ment banks. Only the United States and 
Canada permanently have Executive 
Directors in all three banks. Per capita, 
Canada contributes more to the banks 
than any other G—7 country and its 
absolute share is often greater than that 
of the U.K., France, Germany or Italy. 
This seems to reflect the importance 
Canada attaches to multilateral co— 
operation. 


11.17 The percentage of Canada’s 
available budget that is allocated to 
international development assistance 
is aGovernment of Canada decision, as 
is the allocation of those funds between 
bilateral programs and multilateral 
programs. The government also de- 
cides the relative extent of Canada’s 
participation in the World Bank Group 
and the regional development banks. 


11.18 Canada’s contribution to each 
regional development bank is _in- 
fluenced by a variety of economic, 
financial and foreign policy objectives, 
including development. Canada has 
adopted the practice of allocating 
enough money to each of the three 
banks mentioned in this chapter to 
ensure that it permanently retains a seat 
on the Boards of Executive Directors. 
Influence in an international organi- 
zation is enhanced by having a seat on 
the Board. 


11.19 Thebanksdonotborrow more 
than the total value of the callable 
portion of the capital provided by the 


industrialized countries. This is im- 
portant to credit-rating agencies be- 
cause the creditworthiness of the 
guarantor countries is the main support 
for the banks’ bondholders. Over the 
past 10 years, we estimate that approxi- 
mately 11 percent of Canada’s devel- 
opment assistance has been provided to 
the regional development banks in the 
form of payments for shares (paid—in 
capital), grants (the “fund compo- 
nent’) and financial guarantees to back 
the borrowing of the banks in the 
world’s capital markets (callable capi- 
tal). It is important to note that this 
callable capital component is not con- 
sidered part of Canada’s official devel- 
opment assistance. During 1990-91 
alone, Canada’s assistance to the re- 
gional development banks amounted 
to approximately $640 million (see 
Exhibit 11.3). 


11.20 Canada’s cumulative finan- 
cial participation in the three major 
regional development banks has risen 
from $2.6 billion as at 31 March 1983 to 
$6.2 billion as at 31 March 1991. This 
$6.2 billion consists of three elements 
(see Exhibit 11.4). 


The Secretary of State for External 
Affairs is accountable for Canada’s 
participation 


11.21. Canada participates in the 
regional development banks under the 
authority of the International Develop- 
ment (Financial Institutions) Assist- 
ance Act (the IFI Act). This Act states 
that “the Secretary of State for External 
Affairs may, for the purpose of promot- 
ing the social and economic develop- 
ment of developing countries, provide 
financial assistance” to these institu- 
tions. The Secretary of State for 
External Affairs represents Canada on 
the Boards of Governors of the regional 
development banks. 


11.22 The Department of External 
Affairs Act makes the Secretary of 
State for External Affairs the Minister 
responsible for CIDA, thereby bring- 
ing the Agency under that Act’s broad 
authority. 
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11.23. = Inthis chapter, accountability 
means the obligation of the Minister to 
account to Parliament for the means 
chosen to pursue the requirements of 
the Act and for the results Canada has 
achieved through the regional develop- 
ment banks. 


11.24 As the Agency to which Par- 
liament votes the funds, CIDA man- 
ages the payments to the three regional 
development banks and the guarantees 
of their borrowings. CIDA is the lead 
agency, but the departments of Exter- 
nal Affairs and Finance also play arole. 
Finance acts as an advisor, at CIDA’s 
request, on the financial matters per- 
taining to the banks. External Affairs is 
responsible for the conduct of Canada’s 
foreign policy. 


Development assistance is part of 
Canada’s foreign policy 


11.25 Canada’s foreign policy pro- 
vides the context for its development 
assistance policy. Canada’s foreign 
policy framework stresses that many 
issues can be pursued only multilateral- 
ly and that current opportunities for 
multilateral co-operation provide the 
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(1) Excluding the Caribbean Development Bank/Fund. 


Exhibit 11.3 


Regional Development Banks! 
Canada’s Participation in 1990-91 


(in millions of Canadian dollars) 


In 1990-91 alone 
Canada’s assistance to the 
regional banks amounted 
to $640 million. 


“Fund” Components 
Paid—in Capital 


Unpaid Subscribed Capital 
(Contingent Liabilities) 


Note: The unpaid subscribed capital is not considered part of Canada’s official 


development assistance. 
Source: Public Accounts of Canada, 1990-91 
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The primary purpose of 
Canadian official 
development assistance 
is to help the poorest 
countries and peoples of 
the world. 


Exhibit 11.4 


Regional Development Banks! 


best potential for new forms of North— 
South co-operation, and for avoidance 
of further marginalization of the poor. 
In “Foreign Policy Themes and Prior- 
ities, 1991-92 Update”, published by 
External Affairs in December 1991, the 
section entitled “Managing Interde- 
pendence” sets out as one of the 
government’s overall objectives for 
development assistance to “improve 
the effectiveness of IFIs (International 
Financial Institutions) in reducing 
world poverty and in improving the 
environment”. 


11.26 External Affairs states that the 
regional development banks serve 
Canada’s regional and global foreign 
policy objectives. They also allow the 
pursuit of Canada’s objectives of “good 
governance’, which include respect for 
human rights, commitment to demo- 
cratic processes and institutions, sound 
economic management, appropriate 
levels of military expenditures, probity 
and transparency of public accounts, 
and priority for basic social programs. 
External Affairs also regards the pro- 
jects funded by the development banks 


Canada’s Participation as at 31 March 1991 


(in millions of Canadian dollars) 


Canada’s cumulative 
participation was $6.2 billion 
as at 31 March 199]. 


“Fund” Components 


Paid-in Capital 


| Unpaid Subscribed Capital 
(Contingent liabilities) 


3,671 


(1) Excluding the Caribbean Development Bank/Fund 


Note: The unpaid subscribed capital is not considered part of Canada’s official 


development assistance. 


Source: Public Accounts of Canada, 1990-91 
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as sources of contracts for Canadian 
companies. 


11.27 There is no specific enabling 
legislation that sets out CIDA’s man- 
date and accountability for official 
development assistance. The 1987 
document entitled “Sharing Our Fu- 
ture” outlines Canada’s official policy 
on assistance to developing countries. 
The policy is based on four principles: 


e The primary purpose of Canadian 
official development assistance is 
to help the poorest countries and 
peoples of the world. 


e The aim is to strengthen the ability 
of people and institutions in devel- 
oping countries to solve their own 
problems in harmony with the natu- 
ral environment. 


e Development priorities must pre- 
vail in setting objectives for the aid 
program. (The six priorities are 
poverty alleviation, structural ad- 
justment, increased participation 
of women, environmentally sound 
development, food security and 
energy availability. These prior- 
ities are detailed in the document 
“Sharing Our Future’’.) 


e Partnership is the key to fostering 
and strengthening the links be- 
tween Canada’s people and institu- 
tions and those of the developing 
world. 


11.28 CIDA states in Part III of the 
1991-92 Main Estimates: “For more 
than four decades, Canada has pro- 
vided official development assistance 
to developing countries to help them to 
achieve sustainable development.” 


11.29 CIDA points out that the 
statements of goals, objectives and 
purposes of Canada’s official develop- 
ment assistance need to be taken to- 
gether from all the policy documents 
that set them out. These include 
“Foreign Policy Themes and Priorities, 
1991-92 Update”, “Sharing Our Fu- 
ture” and “To Benefit a Better World”. 
There is no single document where one 
can find all the specific objectives that 


the Minister has decided to pursue at 
the regional development banks. 
CIDA also points out that the govern- 
ment determines the policy direction 
pursued by the Minister. 


11.30 CIDA informed us that the 
purpose of Canada’s membership, 
shared by all members, is to support the 
institutions so that they can collective- 
ly play a stronger role in bringing about 
sustainable social and economic devel- 
opment in the borrowing member 
countries, and thereby solidify the 
international economic and financial 
system. In addition, Canada’s role in 
the regional development banks is to 
ensure their integrity as prudent finan- 
cial institutions and to promote their 
effectiveness as risk-taking, innova- 
tive development institutions. 


Audit Objective, Scope 
and Approach 


11.31 Objective. We conducted 
this audit with a view to helping 
Parliament scrutinize the activities, 
financial resources and results asso- 
ciated with the development assistance 
Canada provides through the regional 
development banks. 


11.32 Scope. We focussed on how 
CIDA manages Canada’s participation 
in the regional development banks to 
achieve the requirements of the IFI Act. 
The scope of our audit included both 
headquarters management at CIDA 
and management at the offices of 
Canadian Executive Directors at the 
three main regional development 
banks. We examined CIDA’s steward- 
ship of Canada’s participation in the 
banks, in the context of current finan- 
cial restraint and Canada’s interna- 
tional commitments overall. 


11.33 We did not examine manage- 
ment practices of the departments of 
Finance and External Affairs related to 
the objectives they too may be pursuing 
through Canada’s participation in re- 
gional development banks. 
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11.34 Approach. We examined 
how CIDA assesses the development 
results of participating in the regional 
development banks. We also looked at 
whether the Agency communicates 
these and other results to Parliament in 
a way that permits public scrutiny and 
debate on the extent of Canada’s par- 
ticipation in the banks and on their 
effectiveness as a channel for develop- 
ment assistance. 


11.35 We reviewed official docu- 
ments made available by the banks on 
financial and operational matters, and 
examined reports published by the 
banks and other organizations. We also 
looked at official and public documents 
on CIDA’s activities, as well as studies 
in the field of international develop- 
ment. We visited the headquarters of 
the three regional development banks. 
We interviewed officials of CIDA, 
other departments and the banks, in- 
cluding the Canadian Executive Direc- 
tors. Finally, we reviewed two of the 
main reports CIDA uses to account to 
Parliament for its activities and spend- 
ing: Part III of the Main Estimates and 
the Public Accounts of Canada. 


11.36 CIDA’s Audit and Evaluation 
Division had not carried out any recent 
internal audit of Canada’s participation 
in the regional development banks, nor 
evaluated how effectively the Agency 
manages that participation. Accord- 
ingly, we could not review the work 
done by the Division. 


11.37. Unlike the external auditors 
of some other international organi- 
zations, like the United Nations, the 
external auditors of the regional devel- 
opment banks do not have the mandate 
to do performance audits on behalf of 
the banks’ shareholders and, conse- 
quently, have not carried out such 
audits. Their mandate is limited to an 
annual examination of the banks’ fi- 
nancial statements. Consequently, in 
developing our observations we could 
not review the work of these external 
auditors. 


Canada’s role in the 
regional development 
banks is to ensure their 
integrity as prudent 
financial institutions and 
to promote their 
effectiveness as 
risk-taking, innovative 
development institutions. 
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CIDA, and Parliament, 
need better information to 
know how effective the 
regional development 
banks are in achieving 
Canada’s objective to 
promote social and 
economic advancement 
in developing countries. 
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Observations and 
Recommendations 


How Effective Are the 
Regional Development 
Banks? 


11.38 The IFI Act states that “the 
Secretary of State for External Affairs 
may, for the purpose of promoting the 
social and economic development of 
developing countries, provide finan- 
cial assistance” to the regional devel- 
opment banks. 


11.39 = Itis important that parliamen- 
tarians have available clearly articu- 
lated objectives for Canada’s 
participation in the regional develop- 
ment banks. These should be presented 
in a readily understandable format, 
preferably in one document. Parlia- 
mentcan then hold CIDA to account for 
its stewardship of Canada’s participa- 
tion in the banks. The IFI Act provides 
CIDA with a basis for developing these 
objectives and for measuring and re- 
porting on effectiveness. 


11.40 There are two related con- 
siderations in assessing the effective- 
ness of the regional development 
banks: the extent to which they pro- 
mote development in _ borrowing 
countries and the degree to which they 
operate as viable financial institutions. 


11.41 We examined how CIDA 
monitors the following three related 
matters: first, how well Canadian 
objectives have been achieved through 
CIDA’s participation in the regional 
development banks; second, to what 
extent Canada’s desire to promote 
sound management practices, includ- 
ing financial viability, is being pur- 
sued; and third, what information on 
effectiveness is provided to Parlia- 
ment. 


Effectiveness measurement is 
under way 


11.42 There is high inherent risk in 
implementing most development 


projects. Regular monitoring and peri- 
odic assessment of projects, programs 
and organizational performance can 
provide important lessons for decisions 
about policy, future programs and pro- 
jects. The Secor Report, an internal 
study on CIDA’s management, notes 
that evaluation “can also play a critical 
strategic role in ensuring the credibility 
of aid agencies and in legitimizing 
development assistance vis—a—vis 
various constituencies. This is because 
evaluation can provide evidence that 
aid is really effective in achieving 
practical solutions to development 
problems.” The methodology for 
evaluating development results is 
evolving rapidly. 


11.43 The extent to which regional 
development banks give CIDA sys- 
tematic evaluations of continuing 
benefits, on either a sector or project 
level, has been uneven. CIDA is 
working with each bank to improve the 
quality of evaluations. So far, the 
results have been mixed. 


11.44 Anoverall study on the effec- 
tiveness of the regional development 
banks is under way by the North-South 
Institute. CIDA is actively participat- 
ing in this study along with six other 
external funders, whose objectives in- 
clude assessing how well the banks 
have diagnosed the problems of devel- 
oping countries, how effectively they 
have tackled them and how successful 
the banks are as “development 
agencies”. The Institute notes that the 
World Bank and the three main re- 
gional development banks “emerged 
during the 1980s at the forefront of new 
trends in thinking about development 
and in assisting developing countries. 
Yet, astonishingly little research has 
been done on these agencies, particu- 
larly the regional development banks. 
The purpose of this project is to make a 
contribution to understanding about 
their role and effectiveness as agencies 
of development in the increasingly 
turbulent and uncertain decade of the 
1990s.” The Institute will also examine 
why Canada participates in these 


institutions and what results are 
achieved. The study began in 1991 and 
the report is scheduled to be published 
in mid—1993. 


CIDA is promoting sound 
management practices 


11.45 In 1989, CIDA identified 
significant management issues affect- 
ing Canada’s participation in the re- 
gional development banks. In 1990, it 
developed recommendations to deal 
with these issues and took action on 
each. Canada’s concerns about the 
banks’ management practices and po- 
licies have been brought to the atten- 
tion of bank management. 


11.46 Canada and other member 
countries have made progress in pro- 
moting sound management practices at 
the banks and enhancing their financial 
viability. This helps protect the banks 
and their shareholders against a call on 
capital. Regional development banks 
have been encouraged to maintain 
adequate levels of liquidity; two of the 
three banks have increased their provi- 
sions for loan losses (the highest now 
being at 3 percent of its total loan 
portfolio) and the third reportedly has 
undertaken to do so, CIDA has devel- 
oped a framework to monitor the 
financial viability of the banks. We are 
encouraged to see that CIDA is now 
taking the next step and using a frame- 
work to systematically assess the on- 
going financial viability of these 
institutions. CIDA informed us that it is 
establishing a process to periodically 
Carry out such assessments. However, 
we have two remaining concerns. They 
are covered in paragraphs 11.65 to 
11.85. 


Reporting is needed on 
effectiveness 


11.47 It is important that policy 
makers and legislators be made aware 
from time to time of the development 
results that are being achieved. If the 
results are significantly different from 
those originally anticipated, this fact 
and its implications need to be 
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determined and reported clearly to 
Parliament. At the World Bank there is 
ongoing review of projects in diffi- 
culty. That bank recently conducted a 
systematic study of some 1,015 devel- 
opment projects, which among other 
things assessed the extent of bias to- 
ward overestimating the expected rate 
of return during project appraisal. At 
issue is whether and how the regional 
development banks are addressing 
these kinds of questions. 


11.48 CIDA could extend the in- 
formation it provides to Parliament to 
include how effective it thinks the 
regional development banks have been 
in meeting Canada’s objectives and 
priorities for its membership, and how 
Canadian managers assure themselves 
of the integrity of the regional develop- 
ment banks as prudent financial institu- 
tions. A demonstration of what Canada 
has achieved at the regional develop- 
ment banks and has learned from the 
past, as well as an explanation of the 
specific management improvements 
under way, would be helpful for parlia- 
mentarians. CIDA should also disclose 
any difficulties or constraints that it 
believes limit its ability to provide this 
information. That type of disclosure 
would make clear the limits, if any, of 
effectiveness measurement and of a 
single member’s influence at the in- 
stitutions. 


11.49 CIDA should periodically 
assess and report on how Canada’s 
objective of promoting social and 
economic development in develop- 
ing countries has been achieved 
through the regional development 
banks. 


CIDA’s response: CIDA agrees that 
the objectives and results of Canada’s 
participation in the regional develop- 
ment banks need to be clearly stated 
and the Agency has been working to 
improve its performance in this regard. 
The Agency will continue to improve 
its current reporting through existing 
documents such as the Part III of the 
Main Estimates and through testimony 
in parliamentary committees. The 


Canada and other 
member countries have 
made progress in 
promoting sound 
management practices at 
the banks and enhancing 
their financial viability. 
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CIDA states that it is 
responsible for assessing 
the effectiveness and 
efficiency of funded 
institutions through 
appropriate evaluation 
activities. 
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current North-South Institute evalu- 
ation of the regional development 
banks, which is sponsored and funded 
by CIDA, will assist CIDA in this 
improvement. 


Clarifying Accountability 


The matters for which the Minister 
is accountable to Parliament need 
to be clarified 


11.50 Canada is only one of many 
members of the regional development 
banks; in these international organi- 
zations, decisions are taken on a colle- 
gial basis. CIDA accepts the 
responsibility for providing, with other 
countries, the means — money, person- 
nel and policy advice — for these 
institutions to help poorer countries 
achieve social and economic develop- 
ment. CIDA also states that it is 
responsible for assessing the effective- 
ness and efficiency of funded institu- 
tions through appropriate evaluation 
activities. 


11.51 Accountability for results of 
individual programs or projects rests 
with the Boards of the institutions. The 
extent of accountability for overall 
results, and the related reporting re- 
sponsibility, are not articulated in the 
IFI Act. Consequently, nor is the extent 
to which the Minister could reasonably 
be expected to account for the overall 
results of Canada’s participation in the 
banks. Accountability for two other 
matters also needs clarification: for 
justifying the extent of Canada’s par- 
ticipation and for the means employed 
to achieve Canadian objectives in these 
international institutions. 


11.52 Clarifying accountability 
would also help define what should be 
reported periodically to Parliament. 
CIDA has recently taken an initial step 
to more clearly define its accountabil- 
ity framework by preparing a docu- 
ment entitled “CIDA Accountability” 
and by holding related discussions with 
central agencies. We believe CIDA 
should take the next step to obtain 


parliamentary approval of the account- 
ability framework it believes is ap- 
propriate for the Agency. 


11.53. CIDA should seek a clarifi- 
cation from the appropriate author- 
ity, possibly through legislation, of 
what the Minister can reasonably be 
asked to account for in terms of the 
means and the results associated with 
Canada’s participation in the re- 
gional development banks. 


CIDA’s response: The Agency is 
currently in conformity with the IFI 
Act and provides information to par- 
liamentarians through Part III of the 
Main Estimates, the Public Accounts 
of Canada, parliamentary committees 
and responses to direct inquiries. It is 
not for CIDA to determine if amend- 
ments to existing legislation should be 
sought. 


Certain Management, 
Accounting and Control 
Procedures Need 
Re-examination 


11.54 Inrecent years, there has been 
a significant shift in the composition of 
the total debt owed by developing 
countries; official creditors (sovereign 
states and international financial in- 
stitutions) have taken over from private 
creditors (commercial banks and other 
private sources) as the main source of 
new lending for the developing world. 
Financial exposure in the regional 
banks is growing. Over the last ten 
years, many developing countries have 
experienced difficulties in servicing 
their external debt. It may take a long 
while for the creditworthiness of many 
borrowing countries, especially in 
Africa, to improve in a sustainable way. 
Uncertainty about the creditworthiness 
of many developing countries remains 
evident. In such an uncertain environ- 
ment, prudence is generally recom- 
mended. 


11.55 In our opinion, prudence 
would suggest that certain aspects of 
Canada’s management, accounting 


and control procedures need to be 
re-examined. First, the regional devel- 
opment banks should be encouraged to 
conduct periodic assessments of the 
quality of their loan portfolios. Further, 
CIDA could strengthen its assessment 
as to whether Canada’s practice of not 
recognizing any cost associated with 
maintaining the preferred creditor 
status of the banks is, indeed, appropri- 
ate. Second, the accounting for Can- 
ada’s financial participation in the 
banks needs to be reconsidered. Final- 
ly, there is a need for better control over 
Canada’s subscriptions to the unpaid 
capital of the banks; a mechanism 
should be established for Parliament to 
approve these contingent liabilities 
before they are made. 


Financial exposure in the regional 
banks is growing 


11.56 Sovereign debt of the devel- 
oping countries has been rising. The 
total debt the developing countries owe 
to industrialized countries is now 
13 times what it was 20 years ago: it 
rose from about US $100 billion in 
1970 to about US $575 billion in 1980 
and to US $1,280 billion in 1990, 
before adjusting for inflation. Arrears 
on this sovereign debt have also been 
rising, increasing from US $40 billion 
in 1986 to US $111 billion in 1990. In 
the past ten years, official creditors 
have taken over from private creditors 
as the main source of new lending for 
the developing world. The World Debt 
Tables indicate that the proportion of 
the total long-term debt that develop- 
ing countries owe to official creditors 
has increased significantly — from 
37 percent in 1980 to slightly over 
50 percent a decade later. Projections 
indicate that this shift could continue. 


11.57 More and more of the new 
debt is owed to multilateral institu- 
tions. In 1980 the multilateral develop- 
ment banks held 11.5 percent of the 
long-term debt owed by developing 
countries. Ten years later this stood at 
20 percent. 
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11.58 Among the multilateral lend- 
ing institutions, the regional develop- 
ment banks are taking a larger share of 
the net disbursements. They accounted 
for 15 percent of the net multilateral 
disbursements in 1982. By 1990, their 
share had risen to 22 percent. 


11.59 Canada’s financial exposure 
in the regional banks is also growing. 
As indicated in paragraph 11.20, Can- 
ada’s cumulative participation in the 
three regional banks has increased 
from $2.6 billion in 1983 to $6.2 billion 
in 1991, 


Uncertainty about the 
creditworthiness of some countries 
remains evident 


11.60 The regional development 
banks are often lenders of last resort, 
making loans almost exclusively to 
governments and state undertakings of 
developing countries. The interna- 
tional capital markets view this area as 
highly risky, a view reflected in their 
interest rates. Risk is inherent in the 
lending operations of the development 
banks. Developing countries borrow 
from these banks at lower interest rates 
than those charged in the international 
capital markets. The difference be- 
tween the two interest rates represents 
the market’s evaluation of the risk in 
lending to certain sovereign states. 


11.61 Thecreditworthiness of many 
sovereign states remains a matter of 
concern. A substantial portion of the 
loan portfolios of two of the regional 
banks is made to countries that have 
rescheduled some of their debts. The 
ability and willingness of these 
countries to service outstanding exter- 
nal debt has not consistently improved 
in atimely and sustainable way, despite 
debt relief and, in some cases, stringent 
reform packages initiated by the 
International Monetary Fund (IMF). 
Implementing structural adjustment 
— economic assistance in exchange for 
policy reform — takes time. This is 
particularly true of many borrowing 
countries in Africa and, to a lesser 
extent, of certain countries in Latin 


The creditworthiness of 
many sovereign states 
remains a matter of 
concern. 
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The long-term cost of 
some infrastructure 
projects is now likely to be 
higher than expected 
because certain costs, 
such as those of 
protecting the 
environment, were 
underestimated. 
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America and Asia. Although the 
economic performance of a growing 
number of developing countries has 
been improving, some experts believe 
that the structural adjustment programs 
of the World Bank and the IMF are not 
in themselves sufficient. Additional 
debt relief, more trade and “good 
governance” are just as important, as 
are further investments in health, 
education and population control. 


11.62 The long-term cost of some 
infrastructure projects is now likely to 
be higher than expected because cer- 
tain costs, such as those of protecting 
the environment, were underestimated 
when the project loans were approved. 
More important, a significant propor- 
tion of recent loans made by the 
regional development banks are struc- 
tural adjustment loans, intended to put 
a country on a path of sustainable 
growth, thereby helping it meet its 
international financial obligations. 


11.63 The IMF has recently pointed 
out that “The developing world would 
appear to be at a critical juncture: ifthe 
reforms take hold, and the external 
environment is favourable, the rest of 
the decade could see sustainable 
growth in per capital GDP; on the other 
hand, if reforms are not sustained, and 
if stabilization policies are relaxed 
prematurely, growth is likely to remain 
elusive” (emphasis ours). 


11.64 How is CIDA adapting its 
management, accounting and control 
procedures to the uncertainty in its 
environment? 


The quality of loan portfolios needs 
monitoring 


11.65 The regional development 
banks are notimmune to the global debt 
problem. Although it is true that the 
regional banks are acknowledged as 
preferred creditors, and that the risk of 
default by borrowing countries is there- 
fore relatively low, there have been 
cases of prolonged arrears. The pre- 
ferred creditor status of the regional 


development banks is not based on a 
formal or legal subordination of the 
debts owed other creditors to the debts 
owed to the banks. It is based on 
informal factors, like the willingness of 
the development banks to maintain a 
positive cash flow to their borrowing 
countries. One must ask whether these 
flows can be maintained indefinitely. 


11.66 Maintaining the preferred 
creditor status of the regional develop- 
ment banks is not cost free to countries 
like Canada. The costs show up 
indirectly when debt relief becomes 
necessary, normally through the Paris 
Club (see Chapter 10). Moreover, 
pressure to provide fast—disbursing 
loans and loan guarantees to relieve 
balance—of—payment difficulties, 
linked with the reform packages ini- 
tiated by the IMF, has been mounting 
— even in Asia, which is otherwise 
considered a relatively good credit risk 
area. Not surprisingly, the outstanding 
external debt in most developing 
countries has risen significantly in the 
last ten years. 


11.67 CIDA points out that the pre- 
ferred creditor status accorded to the 
regional development banks by bor- 
rowers is in the borrowers’ interest. 
Unlike commercial banks, the regional 
development banks are willing to lend 
to borrowing members in good stand- 
ing provided that loan conditions are 
met and upon approval by their Boards. 
In other words, in their capacity as 
development institutions, the regional 
development banks do not impose 
credit rationing on strictly commercial 
grounds, as commercial banks do. This 
willingness to lend (under stringent 
performance conditionality), even to 
borrowers whose creditworthiness has 
been impaired, is certainly a factor in 
the banks being accorded preferred 
creditor status. At the same time, 
maintaining status as amember in good 
standing with the banks (which means 
they are following sound economic and 
financial policies carefully assessed by 
professional staff of the banks) argua- 
bly is even more valuable to the 


borrowers for preserving their credit 
standing in the international financial 
community as a whole. It is the value 
attached to this standing that is import- 
ant in assessing why borrowers accord 
preferential creditor status to the re- 
gional development banks. 


11.68 CIDA also points out that 
creditworthiness of many borrowers — 
that is, their capacity to service their 
debt — has recently improved. How- 
ever, the creditworthiness of some 
heavily indebted countries in Africa is 
not likely to improve dramatically in 
the near future. 


11.69 In view of the significant 
financial exposure at the regional de- 
velopment banks and _ uncertainty 
about the creditworthiness of many 
developing countries, we expected 
CIDA and the Canadian Executive 
Directors, as stewards of Canadian 
participation, to have available an 
analysis of the credit risk associated 
with the banks’ loan portfolios as a 
basis for judging the quality of the 
portfolios. 


11.70 The changing environment 
makes it vital that member countries 
like Canada urge the regional develop- 
ment banks to continually monitor the 
quality of their loan portfolios. This is 
just as important as the need for rigor- 
ous, unbiased systematic evaluations 
of funded projects. 


11.71 A periodic analysis of sover- 
eign risk (the credit risk of lending to 
sovereign states) helps identify the risk 
of financial loss inherent in the current 
loan portfolio. The results of this 
analysis could be incorporated into the 
loan appraisal process. 


11.72. The World Bank conducts 
such analysis of the quality of its loan 
portfolio. It recently concluded that 
one third of the portfolio was in 
countries that are viewed as high risk, 
where severe financial pressures may 
cause them to fall into arrears to the 
bank. Further, it reported that the 
quality of the portfolio has deteriorated 
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since 1980 and that this deterioration 
may continue. Trends like these must 
be watched, assessed for their causes 
and, where possible, corrected. This is 
an important responsibility of this 
bank’s Board of Executive Directors. 


11.73 The Executive Directors told 
us that the regional development banks 
had not yet undertaken systematic risk 
analyses of borrowing countries. 
CIDA, in conjunction with the Cana- 
dian Executive Directors, needs to 
enhance its analysis of the quality of the 
banks’ loan portfolios. CIDA officials 
cautioned us against drawing con- 
clusions based on country risk analyses 
done by independent sources such as 
export credit agencies, which may also 
lend to these same developing 
countries, because each institution’s 
loan portfolio has different characteris- 
tics. 


11.74 We agree with CIDA that 
there is no substitute for country-—risk 
analysis by each institution. The 
financial viability of the banks cannot 
be systematically assessed without 
such analysis. We encourage CIDA to 
insist that the regional development 
banks carry out periodic country-risk 
analyses; there is a need to continually 
watch for unfavourable trends in 
changes to the quality of their loan 
portfolios. 


11.75 CIDA, in concert with other 
countries, should urge the regional 
development banks to carry out sys- 
tematic analyses of their loan port- 
folios based on the sovereign risk of 
individual borrowers. 


CIDA’s response: CIDA believes that 
the financial integrity of the regional 
development banks is critical if those 
institutions are to remain effective 
development institutions, and if Can- 
ada’s investments are to be safe- 
guarded. Levels of reserves and loan 
loss provisions are fundamental to this 
objective and are factored into ac- 
count in the financial viability frame- 
work developed by CIDA to monitor 
each institution and to facilitate 


The changing 
environment makes it vital 
that member countries 
like Canada urge the 
regional development 
banks to continually 
monitor the quality of their 
loan portfolios. 
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Periodic analysis of 
sovereign risk helps 
identify the risk of 
financial loss inherent in a 
bank’s current loan 
portfolio. 


288 


Canadian interventions in regular 
bank discussions of financial policies. 


The Agency, in consultation with the 
Department of Finance and the De- 
partment of External Affairs, will 
urge, through its Executive Directors, 
the regional development banks to 
make improvements in the area of 
comprehensive analyses of the quality 
of the banks’ loan portfolios. The 
Agency has been urging, along with 
other donors, that the banks review the 
quality of the loan portfolios. The 
banks have responded and recently 
have started to perform these analy- 
SeS. 


There is a need to assess the full 
cost of maintaining the regional 
banks’ preferred creditor status 


11.76 Together with a bank’s other 
reserves, loan loss provisions are a first 
line of defence for member countries 
should any of the bank’s larger bor- 
rowers default. Such prudent financial 
management and accounting practices 
reduce the likelihood that a bank would 
experience significant financial losses 
that would necessitate additional fi- 
nancial support from member 
countries. 


11.77. As we have noted, a periodic 
analysis of sovereign risk helps iden- 
tify the risk of financial loss inherent in 
a bank’s current loan portfolio. The 
results of this analysis could also be 
used in determining the level of provi- 
sioning for losses on loans that is 
necessary for fair presentation in finan- 
cial statements. 


11.78 The lending environment in 
which the regional banks operate and the 
creditworthiness of their borrowing 
countries are now acknowledged by the 
banks in their financial statements. As 
pointed out in paragraph 11.46, two of the 
regional banks have increased their loan 
loss provisions. The other bank included 
in this audit, which has never before 
made a provision for loan losses, is 


reportedly considering incorporating 
such provision in its financial statements. 


11.79 In determining the size of the 
loan loss provision it considers neces- 
sary to reflect the collectability of its 
sovereign loan portfolios, the World 
Bank takes into consideration the 
amount of future financial support its 
shareholders would likely accord to 
countries the Bank considers to be high 
risk. This support takes the form of 
bilateral debt relief, additional finan- 
cial support — including bridge financ- 
ing — toward clearing the arrears to 
multilateral development banks, and 
cash transfers linked to the Interna- 
tional Monetary Fund and the World 
Banks’s structural adjustment pro- 
grams. Additional financial assistance 
from multilateral sources through 
similar support programs is also taken 
into account. 


11.80 The regional development 
banks have implicitly recognized the 
importance of such future shareholder 
financial support by adopting a similar 
approach. Canada, though, has not 
recognized any amount of this future 
support in its own books of account. An 
important question for Canada and 
other member countries is, what would 
the banks’ level of provisioning be 
without such additional support from 
their shareholders? The answer to this 
question would allow member 
countries to assess the cost, if any, of 
maintaining the preferred creditor 
status of these institutions. 


11.81 Anassessmentof the loan loss 
provisions, from a member country’s 
perspective, would provide CIDA with 
greater assurance that Canada’s prac- 
tice of not building up a provision for 
the cost associated with maintaining 
the regional banks’ preferred creditor 
status is, indeed, appropriate. 


11.82 Weexpected CIDA to be fully 
aware of the methodology for making 
loan loss provisions at each bank. 


11.83. We asked CIDA, as the lead 
Agency accountable to Parliament for 


monitoring the financial viability of the 
banks, to describe to us how it assures 
itself that the loan loss provisions at the 
regional development banks are ad- 
equate from a member country’s per- 
spective — in other words, whether and 
to what extent the methodology for 
loan loss provisions takes into account 
additional financial support from 
member countries. 


11.84 Atthetimeofouraudit, CIDA 
could not demonstrate the link between 
the inherent risk in the banks’ loan 
portfolios and the appropriateness of 
Canada’s practice of not building up a 
provision for the cost of maintaining 
the preferred creditor status of the 
banks. 


11.85 We believe CIDA could 
strengthen its knowledge and assess- 
ment of the loan loss provisioning 
methodology used by the regional 
development banks. CIDA would then 
be in a better position to advise the 
Department of Finance on the continu- 
ing appropriateness of not building upa 
provision for the cost of maintaining 
the banks’ preferred creditor status. 


Accounting and control procedures 
need to evolve 


11.86 The government’s account- 
ing policies require that liabilities be 
recorded when incurred and assets 
recorded when acquired. In addition, 
assets such as loans, advances and 
investments must be re-examined 
periodically to ensure that they are 
fairly presented in the financial state- 
ments. Normally, this kind of check is 
conducted by each department or 
agency at least once a year. As the 
Agency most knowledgeable about the 
workings of the regional banks, CIDA 
is in the best position to identify any 
need for accounting changes and has a 
duty to point them out. If the President 
of the Treasury Board and the Minister 
of Finance agree, the changes are 
implemented and appear in the Esti- 
mates and the Public Accounts of 
Canada. 
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11.87 The accounting policies also 
require that all contingent liabilities, 
such as the subscriptions to the callable 
capital of the banks, be noted annually 
in the Public Accounts. 


11.88 The Canadian Institute of 
Chartered Accountants (CICA) guide- 
lines for the accounting of government 
transactions pay specific attention to 
transfer payments like those made to 
the “fund component” of the regional 
banks. 


11.89 These guidelines cover how 
and when transactions should be re- 
corded in the books of an entity such as 
Canada, and how they should be pre- 
sented in the government’s financial 
statements. 


11.90 Wetook the above factors into 
consideration in examining the ac- 
counting and control procedures as 
they apply to Canada’s financial expo- 
sure at the regional banks. 


11.91 Structural adjustment loans 
represent a significant proportion of 
recent loans made by the regional 
development banks. This is evidence 
of a fundamental shift in the nature of 
the regional development banks them- 
selves, from a more traditional role as 
banks to an increasing role as develop- 
ment policy agencies. In view of this 
shift, and given Canada’s growing 
financial exposure, the highly uncer- 
tain environment, and the lack of 
adequate information on the quality of 
each institution’s loan portfolio, pru- 
dence is recommended in choosing the 
control procedures and the financial 
accounting conventions that Canada 
should now use to record its involve- 
ment in the regional development 
banks. In this context we have three 
concerns about the existing accounting 
and control procedures. 


Accounting for Canada’s paid-in 
capital to the regional development 
banks needs to be reconsidered 


11.92 The accounting treatment of 
Canada’s paid-in capital to the re- 
gional banks needs to be reconsidered. 


Structural adjustment 
loans represent a 
significant proportion of 
recent loans made by the 
regional development 
banks. 
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Canada has committed a 
total of $3.7 billion in 
unpaid subscribed capital 
to the regional banks. 
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Canada treats as an asset, without any 
impairment in its value, the $391 mil- 
lion it has paid as capital to the banks. 
This is despite the increasing recogni- 
tion that sovereign lending is not risk 
free. CIDA states that the paid-in 
capital reflects a claim on the assets of 
the banks, and that it is a sound 
investment on which member 
countries earn income that is retained 
by the banks in the form of reserves. We 
note that there is no financial return 
expected by Canada from this “‘asset’’, 
and that Canada’s paid-in capital will 
likely remain in the banks for many 
years to come. The regional develop- 
ment banks were never intended to be 
self-sustaining financial institutions. 
They depend on member countries like 
Canada for ongoing financial assist- 
ance. A similar situation exists with 
respect to the $330 million Canada has 
paid as capital to the World Bank. In 
both cases, the rationale for carrying 
these as assets at full value needs to be 
reconsidered. 


11.93 CIDA, in consultation with 
the Department of Finance and the 
Office of the Comptroller General, 
should reconsider the accounting 
treatment of the paid-in capital of 
the regional development banks. 


CIDA’s response: CIDA has reviewed 
this issue with the Office of the Comp- 
troller General and we are in agree- 
ment that the current accounting 
treatment is appropriate. Paid-in 
capital is used by the development 
banks to make loans to developing 
countries. As these investments are 
essentially a flow-through mechanism 
for Canada and other countries to 
make loans to sovereign States, it is our 
position that the government’s valu- 
ation policy for sovereign loans also 
applies to these subscriptions. They 
are viewed as collectable unless for- 
mally repudiated by the debtor 
countries. 


Parliament may want to consider 
the need to approve the unpaid 
subscriptions to the capital of the 
regional banks 


11.94 The IFI Act gives the Secre- 
tary of State for External Affairs un- 
limited authority to commit Canada to 
purchase shares in the regional devel- 
opment banks without going first to 
Parliament for approval. In 1989, for 
instance, the authority of section 3 of 
the Act was used to commit Canada to 
subscribing to unpaid shares in the 
Inter-American Development Bank 
worth more than $1 billion. This 
commitment was not specifically ap- 
proved by Parliament, although Parlia- 
ment has been informed of the extent of 
this contingent liability through the 
Public Accounts of Canada. 


11.95 When section 3 of the IFI Act 
was drafted, Canada’s involvement in 
the regional development banks was 
not as significant as it is today. 
However, the scale of Canada’s partici- 
pation and the attendant sovereign risk 
— current and potential — have grown 
dramatically since 1983. Canada has 
committed a total of $3.7 billion in 
unpaid subscribed capital to the re- 
gional banks. These unpaid subscrip- 
tions (shown as contingent liabilities in 
the Public Accounts of Canada) may 
have financial implications for Cana- 
dian taxpayers in the future, because 
they are guarantees that support the 
borrowings of the banks. We are 
concerned that there is no mechanism 
for Parliament to approve these finan- 
cial commitments. In our opinion, the 
appropriateness of making financial 
commitments of such magnitude with- 
Out explicit parliamentary approval 
needs to be reconsidered, with a view to 
improving parliamentary control. 


11.96 CIDA should seek amend- 
ments to the International Develop- 
ment (Financial Institutions) 
Assistance Act that would require the 
Minister to obtain the approval of 
Parliament before financial 


commitments are made to the unpaid 
capital subscription of the regional 
development banks. 


CIDA’s response: The Agency pro- 
poses to disclose through vote wording 
the financial commitments for the 
unpaid capital subscriptions of the 
regional development banks made 
pursuant to the IFI Act. It is not for 
CIDA to determine if amendments to 
existing legislation should be sought. 


Accounting for the legal obligation 
to make future cash payments to 
the Funds needs to be reconsidered 


11.97 Demand notes to the regional 
development banks — notes payable of 
$1.1 billion at 31 March 1991 — are 
shown on the government’s statement 
of assets and liabilities as a reduction in 
the government’s investment in the 
banks rather than as liabilities. Since 
1 April 1986, note encashments 
($159 million in 1990-91) are made 
under budgetary authority, whereas 
notes issued to the banks ($229 million 
in 1990-91) continue to be made under 
non—budgetary authority. The net 
investment in the regional develop- 
ment banks — the investment, reduced 
by budgetary expenditures since 1986 
and by notes payable — is included in 
the government’s allowance for valu- 
ation of assets. 


11.98 The deposit by Canada of the 
demand notes to the Funds signifies an 
acknowledgement of Canada’s obliga- 
tion to pay. At the time of issuance the 
notes represent resources of the Funds. 
They are immediately available for 
conversion to the Funds’ loans receiv- 
able. The issuance of the notes by 
Canada establishes Canada’s liability 
and in turn allows the Funds to immedi- 
ately make further loans and grants to 
developing countries. Accordingly, we 
hold the view that a significant eco- 
nomic event occurs when Parliament 
approves the issuance of the demand 
notes, and at that point Canada has met 
all the terms of the commitment previ- 
ously made by the Minister. To not 
recognize the issuance of the notes as a 
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reduction of the resource base of Can- 
ada would appear to be inappropriate. 
These resources cannot belong to both 
Canada and the Funds at the same time. 
We therefore believe that notes payable 
to the regional development banks 
should be shown as liabilities on the 
government’s balance sheet rather than 
being netted against the investment in 
the banks. Further, the related expendi- 
tures should be recognized, in an ap- 
propriate manner, at the time they are 
incurred. One view is that it would be 
appropriate to recognize the expense 
and the increase in the deficit when the 
notes are issued rather than waiting 
until they are encashed. 


11.99 CIDA has a different view of 
this matter. CIDA believes that includ- 
ing the notes in the deficit when they are 
encashed matches the cost to Canada 
more closely with the development 
benefits received. For example, the 
agreement for replenishing the Inter- 
American Development Bank’s Fund 
for Special Operations explicitly states 
that the notes will be encashed accord- 
ing to a ten—year schedule to be estab- 
lished by the Board of Executive 
Directors. This schedule will match 
anticipated disbursements of loans ap- 
proved. Although they are labelled 
“notes payable”, CIDA argues that 
these notes actually represent only a 
commitment by Canada over a long 
period of time and, consequently, they 
should not be included in the deficit 
when issued. 


11.100 On this matter, the CICA’s 
pronouncement on “Accounting for 
Government Transfers” states that 
“government transfers should be rec- 
ognized in a government’s financial 
statements as expenditures or revenues 
in the period that the events giving rise 
to the transfer occurred, as long as: (a) 
the transfer is authorized; (b) eligibility 
criteria, if any, have been met by the 
recipient; and (c) a reasonable estimate 
of the amount can be made.” Judgment 
is required to account for transfers in a 
manner that represents the substance of 
the underlying events rather than the 
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What is needed is better, 
more relevant information. 
The information submitted 
to Parliament should be of 
a “strategic” nature. 
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form or funding pattern. The Treasury 
Board’s technical requirements for 
identifying, quantifying, recording 
and reporting liabilities are consistent 
with this pronouncement. 


11.101 Subscriptions to the “fund 
component” of the regional banks 
appear to meet these criteria at the time 
the demand notes are issued. 


11.102 CIDA, in consultation with 
the Department of Finance and the 
Office of the Comptroller General, 
should reconsider, and revise as ap- 
propriate, its accounting for and 
reporting of notes payable to the 
regional development banks. 


CIDA’s response: CIDA has reviewed 
this issue with the Office of the Comp- 
troller General and we are in agree- 
ment that the current accounting 
treatment is appropriate. These notes 
payable are commitments to the devel- 
opment banks and not liabilities. They 
are an agreement to make payments 
over a Scheduled future period, which 
in turn is used to establish project 
schedules. Consequently, the match- 
ing of costs with benefits, or outputs, 
should occur when the notes are 
encashed and not when they are is- 
sued. 


A Need for Checks and 
Balances 


CIDA needs to involve its Finance 
and Corporate Information 
Branch and its Audit and 
Evaluation Division 


11.103 Despite Canada’s significant 
and growing financial exposure at the 
regional development banks, CIDA 
told us it does not expectits Finance and 
Corporate Information Branch or its 
Audit and Evaluation Division to help 
in managing Canada’s participation in 
the banks. 


11.104 We believe that at least one of 
these units could be monitoring, inde- 
pendently of program management, 


the way the risks and benefits asso- 
ciated with Canada’s participation in 
the regional development banks are 
periodically assessed, and could peri- 
odically look into the appropriateness 
of the accounting for that participation. 
This would strengthen the checks and 
balances in the management process. 


Parliament Needs to Know 
the Risks and Benefits 


CIDA should provide better 
information 


11.105 CIDA could enhance its re- 
porting to Parliament on its steward- 
ship of Canada’s participation in the 
regional development banks. What is 
needed is better, more relevant in- 
formation. The information submitted 
to Parliament should be of a “strategic” 
nature. This might include such items 
as the development returns for the 
banks’ main borrowers; the value to 
Canada of permanently retaining a seat 
on the Board of every regional develop- 
ment bank; and the value of using these 
institutions to the extent Canada does, 
instead of using other channels for 
multilateral or bilateral development 
assistance. Any significant change in 
Canada’s financial exposure and risk 
could also be reported. 


11.106 Three main published docu- 
ments tabled each year disclose in- 
formation on the regional development 
banks: Part II of the Estimates, the 
Public Accounts of Canada and CIDA’s 
annual report. Members of Parliament 
can also obtain information on regional 
development banks in several other 
ways: directly from CIDA; through the 
hearings and special reports of parlia- 
mentary committees; from visits to the 
institutions; and, in some cases, by 
participating as representatives of Can- 
ada at the annual meetings of the banks. 


11.107 Our audit concentrated on the 
formal, publicly accessible documents 
and the IFI Act. We reviewed these 
documents to assess whether each 
meets its main purpose with respect to 
the information it reports on Canada’s 


participation in the regional develop- 
ment banks. 


11.108 Parliament’s ability to scruti- 
nize effectively the value obtained 
from Canada’s participation in the 
regional development banks can be 
enhanced. Many items need better 
disclosure. These include the specific 
objectives for Canada’s participation 
in the banks, the extent of its financial 
exposure and the net benefits derived. 
We believe that periodic assessment 
and disclosure of results could lead to a 
more discernible portrayal of the net 
benefits. We recognize that such 
assessments cannot be done in a purely 
quantitative or precise terms. 


11.109 Three areas need improve- 
ment: CIDA’s Part III of the Main 
Estimates, CIDA’s input in the Public 
Accounts, and the IFI Act. 


Reporting to Parliament: 
improving CIDA’s Part III of the 
Estimates 


11.110 Part Il of the Main Estimates 
is intended to indicate, for each pro- 
gram activity, the results expected for 
the money spent. CIDA does not report 
the results expected from the grants, 
payments and guarantees Canada pro- 
vides to the regional development 
banks. For instance, no linkage is made 
between the resources requested and 
the results the regional development 
banks achieve in promoting social and 
economic development as set out in the 
IFI Act. 


11.111 CIDA should try to link the 
results expected from its participa- 
tion in the regional development 
banks with the money spent. If CIDA 
finds that this link cannot be made, it 
should disclose the basis for this 
finding to Parliament in its Part IIIs. 


CIDA’s response: As noted in the 
response to recommendation 11.49, 
CIDA agrees to the periodic assess- 
ment and reporting of how Canada’s 
objectives as set out in the IFI Act are 
being achieved through the regional 
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development banks. Indeed, the 
Agency attempts to make such assess- 
ments on an ongoing basis and in 
particular in the context of decisions 
on fund replenishment or capital in- 
crease negotiations. The Agency will 
try to improve the link between funds 
disbursed by Canada to the banks and 
the results expected from our member- 
ships. The Agency would note, how- 
ever, that assessing the benefits of 
participation against Canada’s objec- 
tives in unequivocal and quantifiable 
terms is difficult. The regional devel- 
opment banks engage in a range of 
activities that provide benefits for 
Canada and the international com- 
munity that are not readily subject to 
precise measurement. 


Improving CIDA’s input to the 
Public Accounts of Canada 


11.112 The Financial Administra- 
tion Act, which prescribes the Public 
Accounts of Canada, demands a state- 
ment of assets and liabilities that shows 
Canada’s financial position at the end 
of a fiscal year, together with a state- 
ment of revenue and expenditure for 
the fiscal year. As previously stated, we 
have two concerns about the way 
Canada’s contribution to the regional 
development banks is treated in the 
Public Accounts: first, the $391 mil- 
lion paid-in capital is recorded as an 
asset whereas, in our view, the carrying 
value of this asset needs to be recon- 
sidered; second, notes payable of 
$1.1 billion are not presented as liabil- 
ities. In our view, the accounting 
treatment for the legal obligation to 
make future cash payments to the 
Funds needs to be reconsidered. We 
have noted in paragraphs 11.103 and 
11.104 our concern about lack of ad- 
equate involvement of CIDA’s Finance 
and Corporate Information Branch. 
We have made related recommenda- 
tions in paragraphs 11.93 and 11.102. 


Improving the IFI Act 


11.113 Competition for develop- 
ment assistance funds is on the rise with 
recent demands from eastern Europe 


Better information on the 
risks and benefits 
associated with Canada’s 
participation in the 
regional development 
banks would enhance 
parliamentary scrutiny. 
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It is time, perhaps, for 
Parliament to consider 
monitoring Canada’s role 
and performance at the 
regional development 
banks more closely. 
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and the countries of the former Soviet 
Union. At the same time, it is increas- 
ingly clear that development problems 
are more intractable than they once 
were believed to be. Policy lending 
linked with structural adjustment pro- 
grams of the World Bank and the IMF 
may take a long time to achieve antici- 
pated results in some developing 
countries. It is time, perhaps, for 
Parliament to consider monitoring 
Canada’s role and performance at the 
regional development banks more 
closely. 


11.114 For example, there is no 
“sunset clause” in the IFI Act that 
would require the government to renew 
its mandate to participate in the re- 
gional development banks based on the 
results of a performance evaluation. 
Knowing what results have been 
achieved in the past few years and what 
is planned for the future could be useful 
to Parliament when it approves Can- 
ada’s payments to each of the regional 
development banks, or when it engages 
in policy debates on the subject. 


11.115 In Chapter 12 of our 1991 
Report, “Membership Payments to In- 
ternational Organizations”, we sug- 
gested that the Department of External 
Affairs report periodically — but not 
necessarily every year — on the costs, 
activities and results associated with 
Canada’s participation in the field of 
multilateral co-operation. We think 
CIDA should do the same for Canada’s 
participation in the regional develop- 
ment banks, perhaps submitting a thor- 
ough report when negotiations are 
under way to either replenish a “fund 


component” or increase a capital sub- 
scription to a “bank component”. To 
draw Parliament into the process in a 
meaningful way, Parliament may want 
to consider building into the legislation 
the requirement for CIDA to submit a 
periodic report. 


11.116 The accountability chain that 
links these institutions to Parliament 
also needs attention. For instance, 
there is norequirement in the IFI Act for 
the Minister to report periodically on 
Canada’s participation in these banks. 
Nor is it the practice of the Minister to 
encourage the Canadian Executive Di- 
rectors, who reside at the banks and are 
very knowledgeable about what is 
happening there, to appear before par- 
liamentary committees to account for 
the results achieved by these institu- 
tions. 


11.117 CIDA should seek, possibly 
through amendments to the Interna- 
tional Development (Financial In- 
stitutions) Assistance Act, a 
requirement for conducting a peri- 
odic assessment and report to Parlia- 
ment on the developmental and other 
returns from Canada’s participation 
in the regional development banks. 


CIDA’s response: The Agency is 
currently in conformity with the IFI 
Act. CIDA currently reports to Parlia- 
ment through Part Ill of the Estimates 
as well as frequent appearances before 
parliamentary committees, including 
the recently established sub—commit- 
tee on the international financial in- 
Stitutions. It is not for CIDA to 
determine if amendments to existing 
legislation should be sought. 
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Participation in the Bretton Woods 
Institutions and in the European 
Papo fudior, Micha daha Bank for Reconstruction and 
Development 


Main Points 


12.1 Canada pursues its economic and foreign policy objectives, in part, through its membership 
in the Bretton Woods and related institutions — the International Monetary Fund (IMF) and the 
World Bank Group — and the European Bank for Reconstruction and Development (EBRD). 
Canada’s subscription (quota) at the IMF is $4.6 billion. Financial commitments in the World Bank 
Group and the EBRD are $5.6 billion. 


12.2 The roles of the International Monetary Fund and the World Bank Group have evolved over 
time. Both are now concerned with broader socio-economic goals as well as the traditional 
objectives of stable balance-of—payments conditions and sustainable economic development, 
respectively. The international debt crisis, and the creation of the European Bank for Reconstruction 
and Development to help former communist bloc countries of eastern Europe, may increase the 
pressure on Canada and other creditor members for more financial support. 


12.3 Several factors point to the need for the government to review the objectives, extent and 
results of Canada’s participation in the Bretton Woods institutions, and weigh them against its 
financial commitments to these institutions and other demands on the public purse. These include 
the reported decline in the success rate of projects supported by the World Bank, the evolution in the 
roles and operations of the institutions, and domestic fiscal restraint. 


12.4 Canada and some other creditor members have suggested that the World Bank continue to 
review its rate of loan loss provisioning, in view of the proportion of the loan portfolio that the Bank 
considered to be high risk and the uncertain global economic outlook. 


12.5 The Department of Finance has improved the information it provides to Parliament and the 
public on Canada’s participation. However, it needs to further improve the information on the 
objectives and results of participation and on the associated financial commitments and risks to 
which Canada is exposed. 


12.6 We are concerned that, because of the vote wording in the Appropriation Act, Parliament is 
not made fully aware that it is approving a significant financial commitment of callable capital 
subscriptions when it approves payments to the World Bank. 
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Introduction 


Participation — A Means to 
Further our Economic and 
Foreign Policy Interests 


12.7. +The Great Depression of the 
thirties and the Second World War 
inflicted massive economic disloca- 
tion on many countries. Reconstruct- 
ing these economies and establishing 
mechanisms for international trade and 
flow of capital were high priorities in 
many multilateral accords drawn up 
toward the end of the war and shortly 
after. Under the umbrella of the 
Economic and Social Council of the 
United Nations, two international fi- 
nancial institutions were established at 
the Bretton Woods Conference of 
1944: The International Monetary 
Fund and the International Bank for 
Reconstruction and Development (or 
World Bank). 


12.8 Throughout Canada’s history, 
the economic well-being of its citizens 
has been closely linked to foreign trade 
and international flow of capital. Thus, 
Canada has a vested interest in promot- 
ing an efficient international monetary 
system, stable exchange rates, an open 
trading environment and global devel- 
opment. These goals are the raisons 
d’étre of the Bretton Woods institu- 
tions. Accordingly, Canada’s partici- 
pation in these institutions is used to 
pursue, in part, our economic and 
foreign policy interests. 


12.9 The International Mone- 
tary Fund. The International Monet- 
ary Fund (IMF) was designed to 
promote the smooth functioning of the 
international monetary system to fa- 
cilitate international trade and move- 
ment of capital. It provides financial 
assistance to member countries to help 
them overcome short-term difficulties 
with balance of payments. It monitors 
and analyzes the exchange rate policies 
and economic performance of all its 
member countries and discusses its 
assessments with them. 


Participation in the World Bank Group and the IMF 


12.10 The IMF obtains its funds 
from quotas — subscriptions — paid by 
all members, partly in their own 
currency and partly in “hard” cur- 
rencies. A member country’s quota 
reflects its relative economic impor- 
tance. Quotas determine each 
member’s relative voting power and 
determine the maximum amount of 
balance—of—payments assistance it can 
obtain from the Fund. 


12.11. World Bank Group. In- 
itially established to help with the 
reconstruction of the war-torn econ- 
omies of Europe and Japan, the World 
Bank with its headquarters in 
Washington D.C. is now the world’s 
largest and most important source of 
development financing. It and its 
subsequently established affiliate in- 
stitutions — the International Devel- 
opment Association, International 
Finance Corporation and Multilateral 
Investment Guarantee Agency — 
make up the World Bank Group. The 
common objective of the institutions in 
the World Bank Group is to help raise 
the standard of living in the developing 


Canada participates in the 
International Monetary 
Fund, the World Bank 
Group institutions, and 
the European Bank for 
Reconstruction and 
Development to promote 
our economic and foreign 
policy interests. 


World Bank Headquarters in Washington, D.C. The World Bank is the world’s largest 
source of development financing (see paragraph 12.11). 
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countries by channelling long-term 
financial resources to them. 


12.12 Subscriptions to the World 
Bank by member countries are made up 
of paid-in capital — a small portion 
(about 7 percent) of the total — and 
callable capital (a promise to pay, if 
necessary). Using these subscriptions 
and the income from its operations, the 
World Bank borrows in capital markets 
to make development loans to develop- 
ing members, who thereby benefit 
from easier access to capital and fa- 
vourable interest rates that are well 
below what they could obtain on their 
own. 


New Economic Challenges 
Prompt New Strategies 


12.13. After the Second World War, 
the International Monetary Fund admin- 
istered a code of conduct to promote 
stable exchange rates based on a fixed 
exchange rate linked to the U.S dollar 
and to gold. Membership at the time was 
largely limited to industrialized coun- 
tries. However, between 1971 and 1973, 
most countries adopted floating 
exchange rates, requiring the Fund to 
operate in a very different way. 


12.14 Intheearly 1980s, weak com- 
modity prices, recession in industrial 
countries, high real interest rates, do- 
mestic policy failures and other factors 
made it difficult for many poorer 
nations to pay their international debts, 
either to commercial banks or to other 
countries. Creditor nations and finan- 
cial institutions were forced to find 
ways to cope with a crisis that threa- 
tened to collapse the international 
financial system. 


12.15 In response, the G—7 (the 
seven leading industrialized nations, 
including Canada) initiated several 
plans for corrective action that the IMF, 
with its experience in economic re- 
structuring and its capacity to analyze 
economic conditions, was particularly 
well placed to help implement. 


12.16 Traditional short-term ap- 
proaches to  balance—of—payments 
difficulties have not been able to reduce 
the persistent and repetitive problems 
plaguing a number of countries over the 
past two decades. The IMF and other 
experts believe that long-term struc- 
tural solutions must be found. Conse- 
quently, the IMF has adapted some of 
its facilities and lending policies to 


_ meet the specific needs of certain 


members. And, although the IMF was 
not designed as a Third World develop- 
ment institution, it has established the 
Structural Adjustment Facility and En- 
hanced Structural Adjustment Facility 
to lend money to debt—distressed, low— 
income countries at concessional in- 
terest rates and for longer terms. 
However, the role of the IMF still 
remains that of a monetary organi- 
zation primarily concerned with 
macro—economic issues. 


12.17. The World Bank Group’s ap- 
proach to development has also 
evolved. Traditional development fi- 
nancing focussed on projects and pro- 
grams with very specific and limited 
objectives. The wider ramifications — 
economic, social and environmental 
— were not fully specified in the 
objectives and, consequently, were not 
addressed. 


12.18 Since the early 1980s, more 
and more of the World Bank Group 
loans have become linked to structural 
and sector adjustment assistance de- 
signed to enhance broad sectors of the 
economy. In 1992, adjustment lending 
represented 27 percent of total loans 
approved. Conditions such as protec- 
tion of the environment are now at- 
tached to certain loans, and concerns 
are being expressed by the World Bank 
about the policies of recipient 
countries. As well, development fund- 
ing is now expected to dovetail with 
macro—economic objectives and initi- 
atives, thus moving the operations of 
the World Bank closer to those of the 
IMF. 


12.19 Asthebasic strategies of these 
institutions have evolved in the area of 


macro-economic reform, their co- 
operation and co-ordination have im- 
proved. However, analyzing the 
effectiveness of longer-term, multi- 
objective strategies is intrinsically 
difficult. The challenge is to clearly 
specify objectives, develop adequate 
information and undertake analysis to 
assist in the efficient and effective 
allocation and use of scarce develop- 
ment funds. 


12.20 The European Bank for Re- 
construction and Development. The 
European Bank for Reconstruction and 
Development was created in 1991 to 
funnel financial support to the formerly 
communist states of eastern Europe, 
including countries of the former So- 
viet Union. Its mandate is to foster the 
transition toward democracy and open 
market economies, and to promote 
private and entrepreneurial initiative in 
those countries. This Bank is also 
concerned with promoting democratic 
institutions and human rights. 


12.21 The European Bank for Re- 
construction and Development’s fund- 
ing is similar to that of the World Bank, 
but paid-in capital represents 
30 percent of the total membership 
dues compared with 7 percent at the 
World Bank. It also borrows in capital 
markets to fund its loans and invest- 
ments. 


Canada’s Participation 


12.22 Canada’s participation in the 
International Monetary Fund and the 
World Bank was authorized under the 
Bretton Woods Agreements Act of 
1945. Since the addition of the World 
Bank affiliates, participation has been 
authorized under the 1985 Bretton 
Woods and Related Agreements Act, as 
amended. Our participation in the 
EBRD is authorized under the Euro- 
pean Bank for Reconstruction and 
Development Agreement Act of 1991. 


12.23. The Department of Finance is 
the lead manager of Canada’s partici- 
pation in these institutions. Other 


Participation in the World Bank Group and the IMF 


departments and agencies that play a 
role are the Canadian International 
Development Agency (CIDA), Exter- 
nal Affairs and the Bank of Canada. 
Obviously, appropriate co-ordination 
is crucial. 


12.24 The International Finance 
and Development Division of the De- 
partment of Finance manages Can- 
ada’s relations with the IMF, the World 
Bank Group and the European Bank for 
Reconstruction and Development, 
working through an Executive Director 
in each institution. The Division: 


e reviews the financial policies and 
operational directives or guidelines 
of the institutions; 


e analyzes and provides input for 
policy papers, loan documents and 
proposals for structural adjustment 
projects of the institutions; 


e disseminates information and con- 
sults with other departments and 
agencies concerned; and 


e co-ordinates its activities with 
those of other centres involved in 
managing other multilateral devel- 
opment banks and Canada’s overall 
Official Development Assistance 
program. 


The Minister of Finance annually re- 
ports to Parliament on these activities. 


12.25 Canada’s Executive Direc- 
tors in these financial institutions 
represent other countries, mostly bor- 
rowing members, as well as Canada. 
Thus, they virtually “wear two hats”, 
promoting the interests of Canada as a 
creditor and those of others they repre- 
sent as borrowers, even though these 
interests may occasionally conflict. 


12.26 Canada’s voting share is mar- 
ginal (3.2 percent for the IMF at 
30 April 1991, 3.0 percent for the 
World Bank at 30 June 1991 and 3.5 
percent for EBRD at 31 December 
1991). Canada commands no veto in 
the affairs of the institutions. Its 
Executive Directors seek to influence 
the institutions to adopt policies and 
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Exhibit 12.1 


administrative arrangements _ that 
Canada believes are conducive to sus- 
tainable development and consistent 
with other goals and priorities Canada 
supports. However, Canada’s capacity 
to influence these institutions’ deci- 
sions extends significantly further. 
With a Canadian on each Board of 
Directors and as a member of the G-7, 
which collectively exerts great influ- 
ence over the priorities, strategies and 
even operations of each institution, 
Canada can exert influence beyond its 
limited voting power when it obtains 
the support of its G—7 allies. 


12.27. Canada’s participation in 
these institutions is linked to its Official 
Development Assistance program. 
Canada’s contribution to the IMF and 
the World Bank Group in 1990-91 was 
$320 million, or about 11 percent of its 
total Official Development Assistance 
in that year. Per capita, Canada’s 
subscriptions to the World Bank are the 
highest of the G—7 countries (see 
Exhibits 12.1 and 12.2). 


Canada’s Official Development Assistance Expenditures 
by Means of Delivery 
($ millions) 
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1986-87 
aS Bilateral 


RDB - Regional Development Bank 
IMF - International Monetary Fund 


Source: CIDA Annual Reports 


1989-90 1990-91 


Peal All Others 


1988-89 


[_] IMF and World 
Bank Group 


Canada’s participation in the Bretton Woods Institutions is linked to its 
official development assistance program. 


Cost and Benefit to Canada 


12.28 As amember, Canada assists 
these institutions through paid—in capi- 
tal subscriptions, callable capital sub- 
scriptions (a promise to pay, if 
necessary), loans and other commit- 
ments. It is also committed to abide by 
the terms and conditions contained in 
the institutions’ Articles of Agreement. 
At 31 March 1991, Canada’s subscrip- 
tion (quota) to the IMF was $4.6 billion. 
Canada’s total financial commitments 
to the World Bank Group and the 
European Bank for Reconstruction and 
Development were $5.6 billion (see 
Exhibits 12.3 and 12.4). 


12.29 Participation gives Canada 
measurable commercial _ benefits, 
namely procurement of goods and 
services in Canada by the World Bank 
and International Development As- 
sociation. Smooth functioning of the 
world monetary system, enhanced 
flow of trade and capital, and the 
conditions for sustainable interna- 
tional economic development pro- 
moted by these institutions also benefit 
Canada, although such benefits are 
difficult to assess. Membership also 
gives the government access to in- 
formation not obtainable through its 
bilateral programs. Having a voice in 
the G—7 and on Boards of Directors, 
however, also imposes a responsibility 
to share global management risks and 
burdens. 


Audit Objectives and 
Scope 


12.30 The objectives of our audit 
were, first, to determine how the De- 
partment of Finance monitors and 
reports on the extent to which Canada’s 
participation is effective in achieving 
its objectives; second, to review how 
Finance manages the financial risks 
associated with Canada’s financial 
commitments to these institutions; 
third, to review how Finance handles 
the flow of information and how it 
co-ordinates its activities with other 


departments and agencies involved; 
and finally, to determine whether there 
is adequate disclosure and accountabil- 
ity to Parliament for Canada’s partici- 
pation in these institutions. Our 
reasons for looking at these areas and 
what we expected to find are outlined in 
the various sections of the chapter. 


12.31 Our audit focussed on Fi- 
nance’s management of Canada’s par- 
ticipation in the Bretton Woods 
institutions (IMF and the World Bank 
Group) and included a brief examin- 
ation of the role of the relatively new 
European Bank for Reconstruction and 
Development. Because our audit em- 
phasized the role of these institutions in 
facilitating sustainable economic 
growth of developing countries, we 
devoted the bulk of our attention to 
Canada’s participation in the World 
Bank Group. 


12.32 Although our audit required 
that we understand the lending oper- 
ations of these institutions, it was not an 
audit of the institutions. 


Observations and 
Recommendations 


Review of Canada’s 
Participation — Objectives 
and Results 


12.33 We examined how Finance 
monitors and reviews information on 
the effectiveness of the institutions, 
particularly in achieving Canada’s in- 
ternational development objectives. 


12.34 Because of the significant 
financial commitments involved, it is 
reasonable to expect: 


e aclear statement of the objectives 
and costs of Canada’s participation 
so that Parliament and the public 
are aware of the reasons for partici- 
pating, and are in a position to 
objectively assess results; and 


Participation in the World Bank Group and the IMF 


@ periodic review and assessment of 
the objectives, extent, costs and 
results of Canada’s participation in 
these institutions by the Depart- 
ment of Finance and the govern- 
ment. 


Why Canada participates in the 
Bretton Woods and related 
institutions needs to be clearly and 
completely stated 


12.35 The objectives of Canada’s 
participation in these institutions must 
be clearly stated before the cost-effec- 
tiveness of participation can be evalu- 
ated. 


12.36 In its 1991 Report on Oper- 
ations Under the Bretton Woods and 
Related Agreements Act, Finance 
states: “Membership in IMF gives 
Canada a vehicle for promoting a stable 
world financial system, and orderly 
and early policy adjustment by 
countries experiencing unsustainable 
external imbalances. These are goals 
which Canada has always supported 
and which continue to influence Cana- 
dian policies toward the Fund.” Also, 
“there are several benefits from Cana- 
dian participation in the World Bank. 
The World Bank exerts a major influ- 
ence on the global development 


The objectives of 
Canada’s participation in 
the Bretton Woods and 
related institutions need 
to be clearly and 
completely stated, to 
make Parliament and the 
public fully aware of why 
taxpayers’ dollars are 
spent and to provide a 
basis for assessing 
results. 


Exhibit 12.2 


G-7 Members’ Subscriptions Per Capita 


G-7 Countries 
Canada 
France 

UK 
Germany 
USA 

Italy 


Japan 


0 25 50 75 


to the World Bank 
as at 30 June 1991 (U.S. $) 


| | | | 
100 125 150 175 


Sources: 1991 World Bank Annual Report and IMF International 


Financial Statistics 


Canada’s subscriptions per capita, the highest of the G-7. 
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Exhibit 12.3 


Canada’s Financial Position in the IMF 
as at 31 March 1991 

(millions) 

Subscription (Quota) 


Less: Notes payable 


IMF cash on deposit at the Bank of Canada 


Reserve position in the Fund 


Special Drawing Right (SDR) holdings 
Less: SDR Allocations 
Net SDR holdings 


Enhanced Structural Adjustment Facility and Guyana loan 


Lines of Credit 


Other Commitments 


agenda, policies, programs, and in- 
novation. It is the world’s most impor- 
tant, influential, and largest 
organization active in the development 
field. Participation in the World Bank 
thus gives Canada a voice in relatively 
large decisions and provides Canada 
with information not obtainable 
through bilateral programs.” 


12.37 Other, different, objectives 
for Canada’s participation in the World 
Bank Group have been stated in 
Finance’s internal documents: sustain- 
able development, alleviation of pov- 
erty, environmental protection and 
enhancement and “proper” govern- 
ance through policy—based lending and 


ee SOC) 
a ) () 


1,678 (3) 
== J WAW (6) 


——1.385 (4) 
ay! 


(1) This amount represents the IMF holdings of Canadian dollars. Approximately one quarter of 
one percent of Canada’s subscription (quota) is cash held on deposit at the Bank of Canada. The 
remainder of Canadian dollars is held by the IMF in demand notes. Encashment of notes to finance 
the Fund’s operations and transactions results in offsetting changes in the levels of two components 
of Canada’s international reserves, foreign exchange holdings and its reserve position in the Fund. 


(2) Canada is entitled to draw this amount on demand from the IMF for balance—-of—payments 


purposes. 


(3) |The SDR is an international currency created by the IMF, and allocated to countries 
participating in its Special Drawing Rights Department of the IMF. As an asset, SDR holdings 
represent rights to purchase currencies of other countries participating in its Special Drawing Rights 
Department, as well as to make payments to the IMF itself. SDR allocations are liabilities of Canada, 
as circumstances could arise whereby Canada could be called upon to pay these allocations, in part 


or in total. 


(4) This amount represents Canada’s share of a credit arrangement to supplement the IMF’s 
resources. The IMF did not utilize this arrangement in 1991. The line of credit is constrained by 
Canada’s right to opt out of calls on balance of payments and reserve grounds. Any drawdowns 


would involve an exchange of SDRs or currencies from official reserves in return for a reserve claim 


on the IMF. 


aid. Canada also expects commercial 
benefits from its participation: pro- 
curement of Canadian goods and ser- 
vices by the World Bank and its 
affiliates, and employment for Cana- 
dians in these institutions. 


12.38 These latter objectives and 
expected results set out in internal 
documents are not publicly reported in 
Finance’s Part II] of the Estimates, or in 
the annual report on Bretton Woods and 
other Related Agreements Act. In- 
stead, the objective for international 
financial organizations is stated in 
Finance’s Part III as: “to provide funds 
for the payment of Canada’s subscrip- 
tions to various international organiz- 
ations”. There is no reference to the 
results expected from those payments. 
Nor is the related burden—sharing re- 
sponsibility specified. The objectives 
of Canada’s participation in the Bretton 
Woods and related institutions are not 
clearly and completely stated in any 
one public document to make Parlia- 
ment and the public fully aware of why 
taxpayers’ dollars are spent — that is, 
all the reasons for participation and the 
concomitant responsibilities — and to 
provide a basis for assessing results. 


12.39 Both the public and the inter- 
nal documents express the goals and 
objectives of Canada’s participation in 
broad, abstract terms that are not 
measurable. For example, sustainable 
development and proper governance 
are not defined; nor are criteria pro- 
vided to help assess the extent to which 
they are achieved. Finance has indi- 
cated the need for such criteria, by 
which, for example, the effectiveness 
of the International Development As- 
sociation’s performance in reducing 
poverty can be judged. Generally, 
targets and indicators of expected re- 
sults that are of particular interest to 
Canada are not stated. Independent 
assessment of their achievement is 
therefore more difficult. To help in 
assessing the benefits of participation, 
the objectives need to be clearly stated 


and results indicators identified, where 
practicable, and monitored. 


12.40 Where indicators for moni- 
toring the achievement of certain ob- 
jectives have been specified, they are 
measured and reported. In the Report 
on Operations Under the Bretton 
Woods and Related Agreements Act, 
required by legislation, Finance has 
provided information on procurement 
(identifiable expenditures) in Canada 
by the World Bank and the Interna- 
tional Development Association in 
four categories: consultant services, 
civil works, machinery and equipment, 
and all other goods. It has also given the 
number and percentage of Canadians 
working in the World Bank. No 
employment information was pro- 
vided for the International Monetary 
Fund. Certain aspects of commercial 
benefits to Canada are also monitored 
and reported by Finance and External 
Affairs. As well, for the International 
Development Association replenish- 
ment negotiations, Finance reviewed 
and used specific indicators developed 
by the United Nations Development 
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pation in the World Bank Group is 
achieving the expected results. 


12.42 The government should 
provide a clear and comprehensive 
statement of the objectives of Ca- 
nada’s participation in the Bretton 
Woods and related institutions. The 
Department of Finance should iden- 
tify, monitor, analyze and report 
selected indicators that can serve in 
assessing how well Canada’s objec- 
tives for participation in these in- 
stitutions are being achieved. 


Department’s response: We agree 
that the objectives of Canada’s partici- 
pation in these institutions need to be 
clearly stated. The annual reports to 
Parliament provide a comprehensive 
overview of the activities of the institu- 
tions and the objectives and benefits of 
Canada’s participation. Additionally, 
extensive reporting to Parliament oc- 
curs more directly through frequent 
appearances before parliamentary 
committees, including the recently 


Exhibit 12.4 


Canada’s Commitments in the World Bank Group 


Program (incidence of poverty or pro- and EBRD as at 31 March 1991 


portion of population below poverty (millions) 
line, life expectancy, education attain- 
ment index, adjusted GDP per capita, World Bank 
human development index — by Si: ae hee 
country and region) to develop Ca- Net subscriptions (2) $ 387 (3) y= $ 387 
nada’s position on the regional alloca- Callable capital subscriptions (4) 4,713 321 5,034 
tion of IDA resources. 

Other Commitments ats Pale — 138 IEE 

Total $ 5.100 $ 459 $ 5.559 


12.41 These indicators provide con- 
crete readings that can help assess the 
achievement of objectives that have 
been clearly specified. Reporting them 
would help make some of the results of 
Participation more apparent. However, 
alone they are not enough. Changes in 
the indicators cannot be attributed 
solely to the activities of the World 
Bank Group or to Canada’s participa- 
tion. Therefore, periodic review or 
evaluation that takes into account 
analyses of these and other indicators 
and relevant information would pro- 
vide a more comprehensive assessment 
of the extent to which Canada’s partici- 


(1) World Bank Group consists of the International Bank for Reconstruction and Development, 
International Development Association, International Finance Corporation and the Multilateral 
Investment Guarantee Agency. 


(2) Subscriptions of $391 million less notes payable of $4 million. 


This amount does not include subscriptions to the International Development Association which 
are expensed when notes are encashed. At 31 March 1991, subscriptions to the International 
Development Association were $3,531 million. Of this amount, $885 million has not yet been 
encashed by the International Development Association. At the same date, commitments to the 
International Development Association, for additional subscriptions were $592 million. 


In addition, if Canada subscribes to further shares allocated to it under the 1988 IBRD General 
Capital Increase, the IBRD paid-in capital subscriptions and callable capital subscriptions will 
rise by a further $45 million and $1,457 million respectively. 


Capital subscriptions are subject to call only when required to meet the obligations of the IBRD 
created by borrowing or guaranteeing, and to meet the obligations of the MIGA and the EBRD. 


Source: Public Accounts and Department of Finance. 
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Lessons learned from 
periodic reviews of how 
Canada’s participation in 
the IMF and the World 
Bank Group achieves the 
objectives that Canada 
supports would help in 
deciding how best to 
allocate limited Official 
Development Assistance 
dollars, and could 
suggest ways of making 
Canada’s involvement 
more effective. 
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established House of Commons sub- 
committee on the international finan- 
cial institutions (IFIs). We should note 
that assessing the benefits of partici- 
pation against Canada’s objectives in 
unequivocal and quantifiable terms is 
difficult. The IFIs differ considerably 
from commercial banks; they engage 
in a range of activities that provide 
benefits for Canada and the interna- 
tional community that are not readily 
subject to precise measurement. To 
make judgments about the value Ca- 
nada receives from its participation on 
narrow commercial criteria would be 
to ignore these important benefits. 


It is time to review the objectives, 
extent and results of Canada’s 
participation in the Bretton Woods 
and related institutions 


12.43 Several factors point to the 
need to review the objectives, extent 
and results of Canada’s participation in 
the IMF, the World Bank Group and the 
European Bank for Reconstruction and 
Development. 


12.44 ‘First, as we have noted, the 
roles, operations and facilities of the 
institutions have evolved over time. 
(See paragraphs 12.13 to 12.19.) A full 
review of the mandates of the institu- 
tions against their operations (prefera- 
bly in collaboration with other 
interested G-7 members, for purposes 
of economy and efficiency) could 
greatly enhance accountability. 


12.45 Second, as part of its ongoing 
evaluation designed to identify areas 
for improvement, the World Bank has 
expressed concerns that the success 
rate of projects it supports has declined. 
The proportions of projects with prob- 
lems and of projects reported as unsuc- 
cessful by the Operations Evaluation 
Department of the World Bank have 
been increasing since 1979. Also, the 
negative social, cultural and ecological 
impacts of some projects have become 
aconcern. At the same time, a North— 
South Institute study has concluded 
that “multilateral aid has been a splen- 
did deal for Canada in its service of 


multiple Canadian and global in- 
terests”. However, the study and 
subsequent reviews by the Institute 
have identified multilateral aid issues 
that need to be addressed. It is difficult 
to gain a balanced perspective without 
regular reports on results, or an inde- 
pendent evaluation or public review of 
the extent to which Canada’s objec- 
tives are being achieved through the 
World Bank Group’s operations. 


12.46 Third, there is international 
pressure to commit more resources to 
these institutions. Problems of devel- 
opment, balance of payments and debt 
in Third World countries persist. 
Substantial resources are needed to 
address these problems and to assist in 
the reconstruction of eastern European 
economies. All this has generated a 
demand for additional funding that 
shows no signs of diminishing. This 
means increased pressure on Canada 
and other creditor members for more 
financial support. Meanwhile, at 
home, there are budgetary pressures to 
reduce development assistance along 
with other expenditures. Faced with 
domestic fiscal restraint, the federal 
government needs to assess the results 
desired and attained through participa- 
tion in these and other multilateral 
institutions, and weigh them against 
the financial commitments to these 
institutions and against other demands 
on the public purse. 


12.47 Fourth, evaluations would 
provide useful information to help the 
government decide how best to allo- 
cate the limited dollars available for 
Official Development Assistance, be- 
tween multilateral and bilateral aid and 
between global development banks 
and regional development banks. One 
would expect these resources to be 
allocated, at least in part, to where they 
are most cost-effective in achieving 
Canada’s objectives. In developing 
Canada’s negotiating position for the 
tenth increase (replenishment) in sub- 
scriptions of the International Devel- 
opment Association, Finance has 
called for more systematic information 


on the extent to which the relative 
efforts by recipient countries to allevi- 
ate poverty affect the allocation of 
Association resources. It has also 
suggested that the extent to which those 
efforts are taken into account in allocat- 
ing Association money needs to be 
more transparent. Similar principles 
could apply to the allocation of Ca- 
nada’s Official Development Assist- 
ance dollars. 


12.48 Fifth, lessons learned from 
periodic reviews could suggest ways of 
making Canada’s involvement more 
effective. Reviews could also provide 
answers to pertinent questions like 
those in Exhibit 12.5, and others raised 
by Finance in preparing for the replen- 
ishment negotiations mentioned in the 
previous paragraph. 


12.49 Sixth, we are not aware of any 
comprehensive review of Canada’s 
participation that has been carried out 
by the federal government since the 
country joined the institutions in 1945. 
Finance has carried out substantive but 
only partial reviews from time to time, 
usually when member countries have 
been asked to approve a replenishment 
of capital or a quota increase. Canada 
also participated in a 1985 Group of 10 
study on the functioning of the interna- 
tional monetary system. As well, the 
Department reviews and comments on 
issues of concern to Canada to promote 
the pursuit of Canada’s objectives by 
the institutions. However, these re- 
views have not provided sufficient 
information to Parliament and the 
public on how well Canada’s objec- 
tives are being achieved. 


Information about the results and 
benefits of participation needs to 
be maintained and reported 


12.50 The Operations Evaluation 
Department (OED) of the World Bank 
produces an annual review of evalu- 
ation results by sector and by country. 
These reports provide a basis for 
assessing the success of multilateral 
development efforts in various 
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countries and for identifying strengths 
and weaknesses of completed projects. 


12.51 Finance reviews the World 
Bank’s reports and has based some of 
its argumentation about the Bank’s 
operational policies on OED results. It 
has also made recommendations aimed 
at improving the dissemination of OED 
results to various departments of the 
Bank. Finance has noted that, when it 
comes to specific objectives (poverty 
reduction, women in development, 
environment), the Bank tends to focus 
on quantity (volume of loans) rather 
than quality (results), and has sug- 
gested that a more thorough analysis 
describing the actual results of the 
Bank’s programs would be more use- 
ful. We agree with the Department and 
encourage it to pursue this and work 
with other World Bank members to 
formulate better indicators of results. 
Meanwhile, the Department could use 
the reports of the World Bank to distil 


and provide information to Parliament 


on how well Canada’s objectives and 
priorities regarding social and eco- 
nomic development of poorer 
countries are being achieved. 


Exhibit 12.5 


Possible Evaluation Questions 


° What are the objectives and expected benefits of Canada’s participation? What priority or 


value is attached to each? 


° Are these objectives still relevant and consistent with the current understanding of MPs? 


° Do the objectives accord with the goals and Articles of Agreement of the institutions? 


° Are the activities and strategies of the institutions consistent with Canada’s Official 
Development Assistance and other foreign policy objectives? 


° What is their contribution to each of Canada’s objectives? 


° What is the relative effectiveness of the various channels (bilateral, World Bank Group, 
Regional Development Banks) of delivering Canada’s development assistance? 


° Do the evaluations (project, policy, sectoral) done by Operations Evaluation Department of 
the World Bank provide enough information on the achievement of Canada’s development 


objectives? 


° Can resources be allocated to these institutions according to their relative effectiveness in 


achieving Canada’s objectives? 


° What lessons have been learned through evaluations of World Bank projects and structural 
adjustment loans, and to what extent have these lessons been applied to modify and improve 


Canada’s Official Development Assistance program? 


° What impact would the increased pressure or demand for more resources to assist Third World 
countries and to support the reconstruction of countries of eastern Europe have on Canada’s 
contributions to these institutions and hence on its future financial requirements? 
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12.52 We recognize that it is a 
complex process to evaluate the cost— 
effectiveness of development assist- 
ance delivered to developing countries 
through multilateral aid. Other 
countries with development objectives 
similar to Canada’s (Australia, the 
U.S.A., the U.K., and the Nordic 
countries) have shown interest in 
evaluating the results of their participa- 
tion in multilateral institutions. A joint 
study or evaluation by Canada and 
other interested members — especially 
the G-7 members — would carry more 
weight and be more economical and 
efficient for all concerned. 


12.53. There is no single best ap- 
proach to assessing the benefits of 
participation. Occasional evaluation, 
such as Australia completed this year, 
might be appropriate in some in- 
stances. Assessment of how reliable 
the audit and evaluation processes in 
these institutions are at providing ad- 
equate accountability and value—for— 
money information is another possible 
approach. Ongoing monitoring of 
selected indicators of results is yet 
another way to evaluate performance. 
Another approach could be through 
occasional parliamentary reviews. 
While our audit was in progress, a 
sub-committee of the House of Com- 
mons Standing Committee on Finance 
was established to study the manage- 
ment and policies of the IMF, the World 
Bank Group and the European Bank for 
Reconstruction and Development. 
This can be an effective review mech- 
anism since this type of parliamentary 
review encourages public debate. 


12.54 Because of the importance of 
periodically evaluating Canada’s par- 
ticipation in these institutions, a legis- 
lative requirement to do so — say, no 
less than every ten years — could be 
considered. This would provide an 
impetus to assess the value of Canada’s 
membership, and foster a results— 
oriented attitude toward participation. 
It would also help focus attention on the 


relevance of these institutions to Ca- 
nada. 


12.55 The Department of Finance 
should investigate the feasibility of 
Canada undertaking a joint evalu- 
ation with other interested members 
to assess the cost-effectiveness of 
participation in the Bretton Woods 
and related institutions as a way of 
promoting national objectives. Les- 
sons learned could be applied to 
improve the functioning of the in- 
stitutions, particularly where it con- 
cerns the objectives of countries that 
supply hard currencies and the fi- 
nancial backing for market borrow- 
ing. 


12.56 Finance should also con- 
sider combining its evaluation ca- 
pacity with that of other departments 
and agencies involved (such as 
CIDA) to assess the extent of Ca- 
nada’s overall participation in multi- 
lateral financial institutions. 


Department’s response: While we 
agree all efforts should be made to 
review the results and benefits of 
participation, we would stress that the 
Department already evaluates in a 
comprehensive manner the effective- 
ness of the institutions at critical 
stages in the evolution of their activ- 
ities to ensure the promotion of nation- 
al objectives. In conducting this 
evaluation, Canada works closely 
with other countries, not only at the 
Executive Board, but in smaller 
groups of interested member 
countries. Substantive assessments of 
the extent of Canada’s overall partici- 
pation in the international financial 
institutions are conducted with other 
interested departments and agencies 
at the time of replenishment and 
capital increases. Moreover, the De- 
partment conducts day-to-day analy- 
sis of the policies and operations of the 
institutions, and seeks to influence 
such policies and operations in a 
direction that meets Canadian objec- 
tives. 


Managing the Financial Risk 


Demand continues to mount for 
financial support to the Bretton 
Woods and related institutions 


12.57 Wereviewed the systems and 
practices used by Finance to manage 
the financial risk associated with Ca- 
nada’s participation in the IMF, the 
World Bank Group and the European 
Bank for Reconstruction and Develop- 
ment. 


12.58 We expected Canada’s finan- 
cial commitments to these institutions 
to be identified and monitored, and the 
fiscal implications for future deficits 
and financial requirements regularly 
assessed. 


12.59 Demand for substantial in- 
creases in capital subscriptions (both 
paid-in and callable) continues to 
mount. Under the IMF Ninth General 
Review, it is proposed that Canada’s 
subscriptions (quota) increase by some 
47 percent. Negotiations are currently 
under way for the tenth increase in the 
subscriptions for the International De- 
velopment Association. As well, there 
is pressure for a significant infusion of 
capital to help former communist 
countries of eastern Europe. 


12.60 To meet these additional de- 
mands, substantial replenishments of 
resources may be required by these 
institutions in the future. Canada and 
other creditor members may have to 
consider diverting resources from 
other uses or raise them through tax- 
ation or borrowing to make further 
replenishments. Finance monitors 
these developments, estimates future 
resource requirements and assesses the 
fiscal implications. Thus, for the tenth 
replenishment of the International De- 
velopment Association (the conces- 
sional lending arm of the World Bank 
Group) Finance has reviewed requests 
for replenishments, with input from 
CIDA and External Affairs, assessed 
the need for the replenishments in the 
context of Canada’s fiscal plan and will 
establish the amount to be recom- 
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mended to the Minister. A similar 
process is followed for World Bank 
general capital increases and the IMF 
quota increases. 


Financial risk associated with 
participation is considered to be 
low 


12.61 According to Finance offi- 
cials, the risk associated with Canada’s 
financial commitments in the Interna- 
tional Monetary Fund and the World 
Bank Group is low. 


12.62 A few countries are deeply in 
debt to the IMF and are paying neither 
interest nor principal. The IMF itself 
has never written off such accounts, but 
creditor nations with net investments in 
the Fund receive lower rates of return, 
and other borrowing nations pay higher 
interest rates, thereby covering the 
delinquent accounts. This sharing of 
the burden, together with other finan- 
cial management and control practices, 
minimizes the risk that the value of 
Canada’s subscriptions — its “reserve 
position” — in the IMF will be eroded. 
Any nation is entitled to draw on 
demand its reserve position for bal- 
ance—of—payments purposes. 


12.63 Therisk that Canada will have 
to come up with large additional finan- 
cial resources for the World Bank 
Group and the European Bank for 
Reconstruction and Development lies 
primarily in the prospect that the call- 
able capital or the promissory part of 
Canada’s subscription ($5.0 billion at 
31 March 1991) could be called so that 
these institutions can meet their obliga- 
tions to those who have invested in their 
securities through the international 
financial markets. In effect, Canada 
and other creditor members act as 
guarantors of the securities issued to 
private investors by the institutions. 


12.64 Since the establishment of the 
World Bank 48 years ago, no calls have 
been made on the callable capital. This 
has been attributed in large part to the 
preferred creditor status the Bank en- 
joys and to the sound financial policies 
and performance of the institution. 
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Countries in arrears have often been 
supported through bilateral and multi- 
lateral programs to enable them to 
service their debts with the World Bank 
and other international financial in- 
stitutions. Under its Article of Agree- 
ment, the total amount outstanding in 
guarantees, participation in loans, and 
direct loans made by the World Bank 
may not exceed 100 percent of the sum 
of subscribed capital, reserves and 
surplus. At the end of its 1991 fiscal 
year, the total amount outstanding 
represented 60 percent of that sum. 


The level of loan loss provisioning 
for the World Bank needs to 
continue to be reviewed, 
particularly from the perspective 
of the shareholder 


12.65 To assess the risk associated 
with Canada’s financial commitments 
in the World Bank, Finance relies on the 
reports of the Bank’s independent ac- 
countant (who acts as auditor), moni- 
tors its financial viability, and reviews 
and influences its financial policies 
through the Executive Director. 


12.66 The independent accountants 
expressed no reservations in their most 
recent report on the Bank’s financial 
statements for 1990 and 1991. Finan- 
cial rating agencies have assigned to 
the World Bank a Triple—A rating — 
their highest. This high credit rating 
reflects the support of the hard— 
currency member countries in the form 
of callable capital. Finance continually 
monitors these credit ratings. 


12.67 Adequate levels of reserves 
and loan loss provision are a critical 
defence against a possible call on the 
Bank’s callable capital to meet its 
obligations created by borrowing or 
guarantees. At 30 June 1991, the 
reserve—to—loan ratio was 11.2 percent 
and the loan loss provision rate was 2.5 
percent. 


12.68 The Department also seeks to 
influence the World Bank’s financial 
policies through Canada’s Executive 
Director who sits on the Bank’s Execu- 


tive Board. In its review of the Bank’s 
1991 loan loss provision document, 
Finance could not determine whether 
2.5 percent was adequate and called for 
more details on why this rate was 
chosen. 


12.69 Canada and some other credi- 
tor members have suggested that the 
present rate of loan loss provisioning 
may not be high enough given the 
uncertain global economic outlook, the 
high level of the portfolio risk indica- 
tor, and other factors, and have sug- 
gested that the rate be reviewed. 


12.70 The World Bank’s current 
loan loss provision of 2.5 percent seems 
low in light of the situation on 30 June 
1991, when the Bank’s management 
assessed 37 percent of the loan port- 
folio as high risk, and 3 percent as 
non—accruing; five countries repre- 
sented 45.1 percent of the loan port- 
folio; and loans to countries whose 
loans have been rescheduled repre- 
sented 49.4 percent of the loan port- 
folio. 


12.71 Because the financial risk to 
which Canada is exposed in the 
World Bank is closely linked to the 
level of provisioning, Finance should 
consider calling for an assessment, in 
collaboration with its G—7 partners, 
of the loan loss provision rate and the 
method used to determine it, to 
ensure the adequacy of accumulated 
provision for loan losses from the 
perspective of shareholders, so that 
the risk of a call on capital remains 
low. 


Department’s response: We agree 
that the financial integrity of the World 
Bank is critical if our investments in 
the Bank are to remain sound and if the 
Bank is to continue to be an effective 
development institution. In this re- 
spect, the levels of reserves and loan 
loss provisioning are of prime impor- 
tance. The Executive Board approves 
these levels at the end of every fiscal 
year. Moreover, they are discussed at 
the Board at regular intervals during 
the year, at which time Executive 
Directors may decide to increase or 


decrease the rate of accumulation of 
loan loss provisions. Executive Direc- 
tors from the G—10 countries typically 
meet during the week preceding Board 
discussions on levels of reserves and 
loan loss provisioning to assess the 
adequacy of such levels. 


Operating Procedures — 
Information Handling and 
Co-ordination with Other 
Entities 


12.72 We reviewed Finance’s sys- 
tems and procedures for collecting 
relevant information on upcoming IMF 
and World Bank issues, such as policy 
papers and loan documents, and for 
giving feedback to Executive Direc- 
tors. 


12.73 Wealso reviewed the systems 
and practices used by Finance to co- 
ordinate activities with the depart- 
ments and agencies involved in the 
Official Development Assistance pro- 
gram to ensure consistency in Canada’s 
position on issues. 


12.74 It is reasonable to expect 
Finance, as the lead agency managing 
Canada’s participation in these institu- 
tions, to collect all relevant informa- 
tion on IMF and World Bank issues and 
ensure that the views of all interested 
parties are expressed to the Executive 
Directors in time for the Executive 
Boards’ discussions of the issues. It is 
also reasonable to expect Finance to 
co-ordinate the work of all depart- 
ments and agencies involved, in order 
to promote consistency in the pursuit of 
Canada’s objectives. 


12.75 We found that Finance does 
collect relevant information on World 
Bank issues, and that it obtains the 
views of all parties involved and sends 
Canada’s views and positions to the 
Executive Directors on a timely basis. 


12.76 The responsibilities of each 
department or agency are established 
and understood by all involved. Re- 
cently, officers from Finance, CIDA 
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and External Affairs documented and 
presented their roles and responsibil- 
ities to the House of Commons sub— 
committee on International Financial 
Institutions of the Standing Committee 
on Finance. They explained how the 
three departments interact with the 
World Bank and IMF and also with 
each other. Finance monitors the 
institutions’ activities to see whether 
they remain well managed and well 
financed. CIDA’s main role is to pro- 
vide input on development matters, and 
External Affairs provides input on 
foreign policy matters. It also seeks to 
gain benefits for Canadian business 
from the activities of the institutions. 


12.77 The mechanisms used to co— 
ordinate the activities of Finance, 
CIDA and External Affairs are largely 
informal. An interdepartmental com- 
mittee exists, but Finance advises us 
that it has no documented terms of 
reference and that no minutes of meet- 
ings are kept. Other ways to co— 
ordinate activities include forums and 
meetings, and memos and telephone 
calls. 


12.78 These informal methods 
place a great deal of reliance on indi- 
vidual, as opposed to corporate, mem- 
ory and thus cannot ensure a consistent 
approach and common positions on 
issues, especially when new officers 
come on board. Consideration needs to 
be given to drawing up written memos 
of understanding covering the roles and 
responsibilities of the departments and 
agencies involved. This would also be 
helpful in avoiding any duplication of 
work. 


Accountability — Information 
for Parliament 


Information for Parliament needs 
to be improved 


12.79 We reviewed the information 
reported to Parliament in public docu- 
ments on the nature, costs (including 
financial risk) and benefits of Canada’s 
participation in the IMF, the World 
Bank Group and the European Bank for 
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Information provided to 
Parliament and the public 
on Canada’s participation 
in the Bretton Woods and 
related institutions and 
the European Bank for 
Reconstruction and 
Development has 
improved. Further 
improvement is needed. 
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Reconstruction and Development. Our 
purpose was to determine whether it 
was adequate and understandable for 
purposes of accountability. 


12.80 We expected Parliament to 
receive relevant, complete, accurate 
and understandable information on the 
costs, mechanisms and outcomes of 
Canada’s involvement in the Bretton 
Woods and related institutions and the 
European Bank for Reconstruction and 
Development, so that Members of 
Parliament can review and approve 
government proposals concerning 
Canada’s participation in these institu- 
tions. 


12.81 Parliament is made aware of 
future increases in IMF quotas and 
World Bank Group capital subscrip- 
tions. IMF quota increases require 
amendment to the legislation and thus 
parliamentary approval. The legisla- 
tion authorizes the Minister of Finance 
to provide financial assistance to the 
World Bank institutions, not exceeding 
the amount specified in an appropri- 
ation by Parliament. The Department 
keeps Parliament informed, in the 
Annual Report on Operations under the 
Bretton Woods and Related Agree- 
ments Act, about the status of future 
capital subscriptions for these institu- 
tions. 


12.82 Once an amount is decided, it 
is included in an appropriation Bill for 
Parliament’s approval. However, we 
are concerned that the vote wording in 
the Appropriation Act, with respect to 
the 1988 World Bank general capital 
increase, does not clearly disclose that 
payments to the World Bank are for 
purchase of shares and represent only 
the paid-in capital portion, or about 
3 percent of the capital subscriptions 
for those shares. There is no mention of 
the callable capital portion, which 
represents about 97 percent of the total 
subscriptions. As a subscriber to the 
shares, Canada is committed to the 
callable portion. Therefore, we are 
concerned that Parliament is not made 
fully aware that it is approving a 


potential financial commitment when 
it approves the payments to the World 
Bank. Since 1988, the callable capital 
portion of shares purchased by Canada 
has been almost $1.5 billion. 


12.83. The vote wording in the 
Appropriation Act for payments to 
the World Bank should clearly indi- 
cate that the payments are for the 
purchase of shares, and should also 
indicate the amount of financial com- 
mitment with respect to the callable 
capital portion. 


Department’s response: Although 
Parliament is made aware that pay- 
ments to the World Bank represent the 
paid-in portion of share subscriptions 
through our annual report and our 
appearances before various commit- 
tees of the House of Commons, we will 
provide more details in the vote word- 
ing in the Appropriation Act in the 


future. 


12.84 The Department of Finance 
and Canada’s Executive Directors of 
the institutions have improved the 
amount and quality of information they 
provide in the Annual Report on Oper- 
ations under the Bretton Woods and 
Related Agreements Act, and the An- 
nual Report on Operations under the 
European Bank for Reconstruction and 
Development Agreement Act. These 
reports provide ample information on 
the purpose, funding, operations and 
environment of the institutions. As 
well, the Department’s officials 
(though not Canada’s Executive Direc- 
tors at the institutions) are often called 
to testify at hearings of parliamentary 
committees. 


12.85 However, all this information 
is not sufficient. The reports and 
Finance’s Part III of the Estimates do 
not give measurable objectives, targets 
and actual results of Canada’s partici- 
pation. Information on the financial 
commitments from Canada’s partici- 
pation is diffused and sometimes un- 
clear. For example, in the annual report 
on the Bretton Woods and Related 
Agreements Act, information on finan- 


cial commitments is dispersed 
throughout the report, thereby making 
it difficult to determine the total. As 
well, the report does not clearly indi- 
cate how much money has been com- 
mitted and how much money has been 
spent for International Development 
Association subscriptions. As a result, 
it is difficult for Parliament to compre- 
hend the total financial commitment 
associated with Canada’s participation 
in these institutions. 


12.86 In our opinion, although the 
information Finance provides to Par- 
liament and the public on Canada’s 
involvement in the Bretton Woods and 
related institutions has improved over 
the past few years, further improve- 
ment is needed. More complete, under- 
standable and usable information on 
the objectives and results of Canada’s 
participation, and the associated finan- 
cial risks, is needed to enable Members 
of Parliament and the public to assess 
the costs and benefits of Canada’s 
involvement. Reference could also be 
made in Finance’s Part III of the 
Estimates to the annual report and other 
sources of information on participa- 
tion. 


12.87 As Finance continues to im- 
prove the information it provides to 
Parliament on Canada’s participa- 
tion in the IMF, the World Bank 
Group and the European Bank for 
Reconstruction and Development, it 
should also provide more complete 
and understandable information on 
the objectives and results of partici- 
pation and on the resulting financial 
commitments. 


Department’s response: Canada’s 
financial participation in the IMF, 
World Bank Group and the EBRD is 
already provided to Parliament in our 
annual reports, along with Canada’s 
objectives in these institutions. We 
will, however, review the content and 
format of these documents to ensure 
that they are as useful as possible to 
parliamentarians. 


Participation in the World Bank Group and the IMF 


Accounting treatment for notes 
payable to the International 
Development Association needs to 
be reviewed 


12.88 Notes payable to the Interna- 
tional Development Association 
(IDA) — $885 million at 31 March 
199] — are shown on the government’s 
statement of assets and liabilities as a 
reduction in the government’s invest- 
ment in IDA. The net investment in 
IDA — the investment, reduced by 
notes payable — is included in budget- 
ary expenditures and the deficit for the 
current and prior fiscal years. Since 
1 April 1986, note encashments 
($152 million in 1990-91) are now 
made under budgetary authority, 
whereas notes issued to IDA 
($276 million in 1990-91) continue to 
be made under non—budgetary author- 


ity. 


12.89 In our view, notes issued are 
legally binding obligations to make 
future payments. In essence, they are 
not substantially different from ac- 
counts payable and other debts that the 
government records and reports as 
liabilities at the end of the fiscal year. 
Accordingly, we believe that notes 
payable to IDA should be shown as 
liabilities on the government’s balance 
sheet rather than being netted against 
the investment in IDA. As well, 
subscriptions made to IDA by the 
issuance of notes should be included in 
budgetary expenditures. If subscrip- 
tions made to IDA were included in 
budgetary expenditures at the time of 
note issuance rather than at the time of 
encashment, the impact on the deficit 
would be felt at an earlier date. 


12.90 The government should re- 
consider, and revise as appropriate, 
its accounting for and reporting of 
notes payable to the International 
Development Association. 


Department’s response: Finance has 
consulted with the Office of the Comp- 
troller General (OCG) and we are in 
agreement that the current accounting 
treatment is appropriate. The most 
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obvious reason is that the notes pay- 
able are commitments to IDA, not 
liabilities, and therefore should not be 
included with the government's liabil- 
ities. There is an agreement to make 
payments over a scheduled future 
period, which in turn is used to 
establish project schedules. Conse- 
quently, the costs, as well as the 


benefits, of our contributions to IDA 
occur when the notes are encashed and 
not when they are issued. However, in 
the interests of enhancing clarity in the 
presentation of IDA in the Public 
Accounts, we will review the current 
balance sheet presentation with the 
OCG. 
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Main Points 


a3.) Loan guarantees are one of the instruments the government uses to promote economic 
activities it favours. They are extended under loan guarantee programs or on an individual ‘“‘ad hoc” 
basis. Outstanding loan guarantees amounted to $5.7 billion in 1990-91. The total authorized 
amount is about $13.7 billion. . 


13.2 In 1986, after the significant losses incurred earlier in the decade on loan guarantees, the 
government introduced guidelines to prevent future losses from affecting the deficit significantly. 
These guidelines were directed toward sharing the risks with lenders, investors and borrowers. 


13.3 Risk sharing provides an incentive for lenders, investors and borrowers to act in ways that, 
while promoting the achievement of the government’s goals, also minimize its financial risk. 
However, ongoing loan guarantee programs with lender risk-sharing arrangements cover only 
26 percent of the total outstanding exposure. Although the guidelines suggest that a substantial 
portion of the funds should be provided by private sector equity, for ad hoc loan guarantees 
government assistance ranges from 74 percent to 103 percent of estimated project costs. 


13.4 When a loan guarantee is authorized by Parliament through an appropriation vote of $1, it 
does not indicate a cost against which the government could subsequently be held accountable and 
this may give the impression that the guarantee is a free good. 


135.5 In 1986, the government indicated that it would establish reserves in its financial 
statements to offset the potential costs associated with new loan guarantees. This has not been done 
and the potential costs remain unknown until such time as the government has to honour the 
guarantee. 


13.6 The claim rates shown in the Public Accounts do not reflect fairly enough the loss rates of 
loan guarantee programs. Under the government’s formula for estimating these rates, the expected 
loan losses on five programs we looked at amount to $122 million. A more appropriate formula 
indicates expected net loan losses of about $511 million for those same five programs. 


13.7 Information to Parliament on the costs and risks of loan guarantees needs to be improved 
and simplified. 
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Introduction 13.12 Loan guarantees are extended Loan guarantees do not 
under government loan guarantee pro- 


grams or on an individual “ad hoc” involve immediate cash 
Nature and Type of Loan basis. Outstanding loan guarantees spending by the 


Guarantees amounted to $5.7 billion in 1990-91. 
The total authorized amount is about government. However, 


13.8 One way government can try 13-7 billion (see Exhibit 13.1). they can generate sizeable 
to promote desired activities in areas = 43.13 | Loan guarantee programs fj ae. 

: : inancial obligations. 

like education, housing, exports, establish criteria and procedures to g 
energy supply orregional development meet a specified policy objective. 


is to increase the credit available to They usually apply to a large clientele 
finance those activities. Government operating in similar circumstances. 


uses many tools to do this — direct The legislation for these programs 


loans, repayable contributions, grants, permits a government department to 

equity, and the like. Anothertoolisthe extend guarantees as a matter of course 

loan guarantee. within the parameters specified for the 
program. 


13.9 _—_Inessence, aloan guarantee is 
a guarantee to a lender — a bank, a 13.14 Adhoc loan guarantees differ 
credit union or others providing credit | from loan guarantee programs in that 
or funding to another party — that, if a there are few borrowers, the value of 
borrower defaults, the government will  €ach loan is large, and the loan guaran- 
repay the amount guaranteed, subject _‘teeS are usually part of a package that 
to the terms and conditions of an includes other government financing 
agreement. Because the guarantee such as equity, contributions or direct 
reduces the lender’s risk, the borrower loans. Ad hoc loan guarantees entail 
shouldbe abletoobtainfundsatalower _€gotiating financial terms case by 
interest rate or negotiate a loan that CASE. 

might not otherwise be obtainable. By 

providing access to capital on favour- 

able terms, the government in effect 

provides a subsidy. 


Exhibit 13.1 


Outstanding Loan Guarantees 


: : ($ millions) 
13.10 By transferring the risk of 
default from the lender to the govern- é 
i Sais Hed Outstanding Authorized 
oes icy eudranice 18" Intended 10 Loan Guarantee Programs: 1981-82 «1985-86 1990-1991. Amount 
reduce credit costs or to channel more 
credit toward favoured activities. The pe pone Eeepase K 3 set ae 
: et : se Pes (excludes Westray) 
availability of this additional credit is Canada Students Loans 837 1,897 3,061 6,862 
; ; cs Small Business Loans 186 475 503 1,011 
pupposcd ‘s aes borrowers ae ee Air Carriers Insurance Program 86 160 505 914 
tive for activities that will achieve the Indian On-reserve Housing 59 238 598 750 
overnment’s desired program objec- Other —385 —352 —22 —1.156 
g Prog J Sub-total JURE) 3,122 HBR 11.457 
tives. 
Ad hoc Loan Guarantees: 
13.11 Loan guarantees do _ not Hibernia = = = 1,600 
involve immediate cash spending by NewGrade Energy Inc. = re 266 275 
th F hi h Westray - - 22 85 
e government. For this reason, they Marine THdueeHeO EAA. i ep 40 55 
can be a more attractive tool to the St. Marys Paper Inc. = re ne 2 
: Ridley Terminal Inc. - 
government than direct loans or grants, Oita 1,094 27 13 23 
particularly in periods of fiscal Sub-total 1.094 —224 556 2.283 
Total 2,647 3346 102 13.740 


restraint. However, they can generate 
sizable financial obligations and sig- 


nificantly affect the government’s fis- 
cal framework. Outstanding loan guarantees have more than doubled over the last 10 years. 


Source: Public Accounts 
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Exhibit 13.2 


Ad Hoc Loan Guarantees Prompting 


the 1986 Guidelines to Be Issued 
($ million) 


Loan Guarantee 


Canadair 

de Havilland 

Massey Ferguson 

Maislin Industries 

St. Anthony Fisheries & Lake Group Ltd. 
Pécheurs unis de Québec 

Baie verte Mines 

Panartic Exploration 

Bombardier MLW 

Canadian Arctic Co-operation Federation 
Total 


! The impact on the accumulated deficit exceeded the guaranteed limit in certain instances due to 


supplementary budgetary financing. 


Source: 1986 Aide- 


Government Policy on Loan 
Guarantees 


13.15 In 1986, after the significant 
losses incurred in the early 1980s with 
Canadair, de Havilland and Massey 
Ferguson, the government introduced 
guidelines to prevent future loan losses 
from putting undue pressure on its 
fiscal framework. The guidelines were 
intended to control the design of loan 
guarantees and to build up reserves to 
cover future losses (see Exhibit 13.2). 


13.16 Three major ad hoc loan guar- 
antees have been extended since 1986, 
when the new policy was set. All were 
for the development of energy projects: 
the Hibernia Project for offshore oil in 
Newfoundland; NewGrade, a heavy oil 
upgrader in Regina, Saskatchewan; 
and the Westray Coal Project in Pictou 
County, Nova Scotia. At 31 March 
1992, the total amount authorized for 
these new loan guarantees was about 


Guarantee . Impact on 
Limit Accumulated 
at Peak Deficit! 
$ 1,350 $ 1,812 
450 586 
126 126 
33 17 
21 91 
5 32 
1 13 
21 21 
9 9 
$2,020 $_2.708 
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After having incurred $2.7 billion in loan losses, the government introduced guidelines 


for loan guarantees. 
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$2 billion, and the government’s 
potential liability was $456 million. 


13.17 Although the government has 
created only one new loan guarantee 
program since 1986 — the Atlantic 
Enterprise Program — outstanding 
guarantees have more than doubled in 
the last ten years. 


Audit Objectives and 
Scope 


13.18 Our audit objective was to 
examine and assess the extent of com- 
pliance with the government’s 1986 
guidelines to control the design of new 
loan guarantees; how the risks and 
related costs are recognized and 
accounted for; and the adequacy of the 
information provided to Parliament 
about loan guarantees. 


13.19 We concentrated on five 
major loan guarantee programs and on 
the three major new ad hoc loan 
guarantees. Although our audit 
entailed understanding how loan guar- 
antees are administered at the depart- 
mental level, we did not audit this 
aspect. Neither did we audit cost- 
effectiveness, including economic 
benefits of projects financed through 
loan guarantees. 


13.20 We also excluded insurance 
and loan guarantee programs adminis- 
tered by Crown corporations. 


13.21 Our work involved the 
Department of Finance, which is 
responsible for overseeing the imple- 
mentation of the 1986 aide—mémoire 
guidelines on loan guarantees and for 
managing the fiscal framework; the 
Office of the Comptroller General, 
which, along with Finance, is respon- 
sible for recommending the form of the 
Public Accounts; and the departments 
of Industry, Science and Technology; 
Energy, Mines and Resources; and 
Indian Affairs and Northern Develop- 
ment. 


Observations and 
Recommendations 


Risk Sharing 


13.22 A 1986 aide—mémoire estab- 
lished guidelines for designing new ad 
hoc loan guarantees and loan guarantee 
programs and for enriching existing 
programs. In essence, the guidelines 
require the government to share risks 
with participants in the private sector, 
including the banking community. In 
exchange for assuming a share of the 
risks, the government should also share 
any extraordinary gains (see Exhibit 
i3.3). 


13.23. The way loan guarantees are 
designed is important because their 
terms and conditions can induce 
lenders, investors and borrowers to act 
in ways that promote the achievement 
of the government’s goals but mini- 
mize financial risk. When a lender 
assumes no risk it has no incentive to 
lend prudently; just in issuing loans it 
can produce income. When a benefi- 
ciary assumes no risk it too has no 
incentive to act prudently. 


13.24 Our audit revealed that the 
way current major loan guarantee pro- 
grams and ad hoc loan guarantees are 
structured means that other partici- 
pants assume little of the risk but can 
enjoy any gains. It also revealed that 
improvements could be made in the 
terms and conditions of some ongoing 
loan guarantee programs regarding the 
security taken. 


13.25 Current terms and conditions 
for some ongoing loan guarantee pro- 
grams require guaranteed loans to be 
secured by the borrower’s assets. How- 
ever, these terms and conditions do not 
require lenders to take a first charge on 
the assets used to secure these loans. 
Lenders have the possibility of obtain- 
ing preferred creditor status on other 
loans they may make to the borrower. 
As aresult, the security against govern- 
ment—guaranteed loans to that bor- 
rower may be reduced. In a default 
situation, the likelihood of government 
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loss is increased. The government 
intends to fix this loophole in the case of 
the Small Business Loans Program. As 
this situation can also arise with other 
loan guarantee programs, we think it 
appropriate that the government 
review their terms and conditions as 


well. Government guidelines 
The government’s financial risk on loan guarantees 
associated with major loan / 

guarantee programs is not shared require the government to 
in all cases by lending institutions share risks with 


13.26 Programs that feature a lender participants in the private 
risk—-sharing arrangement represent ; ' 

only 26 percent of the outstanding sector, including the 
exposure. They include the Small banking community. 
Business Loans Program, the Atlantic 

Enterprise Program, the Air Carriers 

Insurance Program, and other small 

guarantee programs such as the Farm 

Improvement and Marketing Co—oper- 

atives Loans Program. Government’s 

share of risk or loan losses in these 

programs varies between 85 percent 

and 95 percent. There is no lender risk 

sharing in the Canada Student Loans 

Program and the Housing Program on 

Indian reserves (see Exhibit 13.4). 


13.27. The government’s net claims 
(claims less recoveries) in 1990-91 for 
defaulted student loans were $78 mil- 
lion. If, for example, financial institu- 
tions were required to absorb 
15 percent of losses on student loans, 


Exhibit 13.3 


Assessment Guidelines for Loan Guarantees 


Demonstrated need Reasonable terms and conditions not available without 
government guarantee 


ry 


Other terms and conditions Adequate security and collateral safeguards 


Ie Rate of return Expected cash flow adequate 

35 Real private sector equity Substantial portion of funds provided by equity sponsors 
4. Lender risk sharing At least 15% of the net loss associated with any default 
5: Guarantee fee Charged to the borrower 

6. Upside benefit To compensate downside risks 

ie 
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In the three ad hoc loan 
guarantees we examined, 
the federal and provincial 
governments together 
provided significant 
financial assistance. 


Exhibit 13.4 


Risk Sharing in 
Major Loan Guarantee Programs 


Programs 
Authorized 
Amount 
($ million) 
Canada Student Loans 6,862 
Indian On-reserve Housing 750 
Small Business Loans 1,011 
Air Carriers Insurance Program 914 
Atlantic Enterprise 164 
Farm Improvement Loans 364 


! Claims less recoveries 
Major loan guarantee programs 
26% of outstanding guarantees. 
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the government could save about 
$12 million a year. To the extent that 
lender risk sharing would contribute to 
reducing the rate of student defaults, 
additional savings could be realized. 


13.28 The experience of the Small 
Business Loans Program also sheds 
some light on the financial impact of 
lender risk sharing. In 1985 the govern- 
ment reduced its share of loan losses in 
the Small Business Loans Program 
from 100 percent to 85 percent. Net 
claims paid by the government during 
the five years ended 31 March 1992 
amount to $172 million. This repre- 
sents 85 percent of lenders’ losses on 
loans, and the government saved about 
$30 million by sharing the risk with 
lending institutions. 


13.29 The government indicated in 
the February 1992 Budget, and the 
Department of the Secretary of State 
confirmed at a recent hearing of the 
House of Commons Standing Commit- 
tee on Public Accounts, that it was 
negotiating risk—sharing arrangements 
with financial institutions for the 
Canada Student Loans Program. We 
have been advised that the government 
also intends to negotiate due diligence 
arrangements with the financial 
institutions involved in delivering the 
Housing Program on Indian reserves. 


Outstanding Net Claims Government 
Loans Paid Share of 

31 March, 1991 1986-91 Loan Losses 
($ million) ($ million)! % 
3,061 436 100 
598 1 100 
503 165 85 
505 21 90 
164 11 85 
135 24 95 


Multiple sources of government 
support can reduce the private 
sector’s participation in risk 
sharing 


13.30 The objective of sharing risk 
can be seriously undermined when 
private sector projects receive govern- 
ment funds through other mechanisms. 
This is the case with housing projects 
financed under the Housing Program 
on Indian reserves. 


13.31 Loan and interest repayments 
are subsidized by the Canada Mortgage 
and Housing Corporation (CMHC). In 
effect, CMHC gives Indian bands sub- 
sidies that cover a substantial portion of 
the operating costs of their housing 
projects. These operating costs include 
loan principal and interest payments to 
lending institutions. According to 
CMHC, 1991 operating subsidies 
represent 65 percent of total operating 
costs and as much as 93 percent of loan 
payments made by Indian bands. 


Other participants assume little 
risk in ad hoc loan guarantees 


13.32 Since 1986, major ad hoc loan 
guarantees have been extended mainly 
to support government’s priority pro- 
jects — Hibernia, NewGrade and 
Westray. Special projects like these 
often involve significant risks because 
of their size, the length of time they take 
to develop, their use of new technology 
(or technology new to a developer) and 
the financial position of the borrower. 
The government gets involved in such 
projects largely because the private 
sector finds them too risky. 


13.33 Our audit revealed that, in the 
three cases examined, the estimated 
financial assistance provided by fed- 
eral and provincial governments was 
significant. Exhibits 13.5, 13.6 and 
13.7 show the risk assumed by federal 
and provincial governments and the 
private sector in the Hibernia, New- 
Grade and Westray projects. While 
governments provided most of the 
financial assistance, private sector par- 
ticipants provide valuable expertise. 


13.34 For Hibernia, estimated 
public sector financial assistance is 
74 percent of the net project cost. For 
NewGrade, the federal government 
assumed 35 percent of the risk, the 
government of Saskatchewan 65 per- 
cent and CCRL none. 


13.35 Inboth of these cases, lenders 
did not assume any risk in the pre—pro- 
duction phase. According to the agree- 
ments with the lenders, risk sharing 
would begin only after the project met 
commercial criteria for production and 
cash flow — that is, only after comple- 
tion of the development phase of the 
project, entailing the highest risk. The 
NewGrade project has reached the 
production stage but, since it did not 
meet the production and cash-flow 
criteria by the required date, the lenders 
have refused to accept risk sharing and 
the government guarantees remain in 
full force. 


13.36 For the Westray guarantee, 
government financial assistance is esti- 
mated at about 103 percent of the net 
pre-production cost. 


13.37 The government introduced 
loan guarantee guidelines to avoid 
significant losses of the kind incurred 
in the early 1980s. The guidelines 
suggested that a substantial portion of 
the funds required should be provided 
by equity owners, and lenders should 
share at least 15 percent of the net loss 
associated with any default. However, 
current major loan guarantee programs 
and ad hoc loan guarantees allow other 
participants to assume little risk while 
enjoying most of the gains. Loan 
guarantee programs with arrange- 
ments for risk sharing among lenders 
cover only 26 percent of the outstand- 
ing exposure. For ad hoc guarantees, 
estimated government assistance 
ranges from 74 percent to 103 percent 
of project costs. 


13.38 Inasmuch as authorization is 
in place for the government to issue 
several billion dollars in additional 
loan guarantees, this is troubling. 
Added to this concern is the fact that the 
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costs associated with loan guarantees 
are not appropriately recognized and 
accounted for. 


The risks associated with loan 
guarantees are not appropriately 
recognized and accounted for 


13.39 Giventherisk involved and its 
potential impact on the government 


Exhibit 13.5 


Hibernia Risk Sharing 


The Hibernia project is intended to produce oil from the Hibernia oilfield, located 
315 km southeast of Newfoundland on the Grand Banks in 80 metres of water (see details in 
Chapter 14). 


The capital costs are expected to be $5.2 billion before the start of production and 
a further $3 billion afterward. Operating costs are estimated at $11 billion over the life of the 
project. The costs, after deducting government grants and contributions, are shared by four 
joint venturers. The planned sources of assistance in the pre-production phase, shown below, 
do not attempt to show the flow of cash or the final actual cost. 


1990 ($ millions) 
Estimated pre-production costs ($5,200 million plus interest of $340 million) $ 5,540 
Public sector financial assistance: 

Federal government: 

Contribution $ 1,040 
Loan guarantee 1,660 
Other assistance! 0 

Newfoundland: 

Contribution 11 

Canada Newfoundland Offshore Petroleum Board 

(75% Federal, 25% Newfoundland) 95 
$2,806 

Potential tax benefits (calculated by 
Energy, Mines and Resources (EMR)? pas S20) 
$ 4,126 
Owners’ financial assistance —_1.414 
$ 5.540 


1 Other assistance of $ 300 million is potentially available in the pre-production phase. The 
current agreement would limit it to the post-production phase. An order-in-council was 
approved, authorizing the Minister of Energy, Mines and Resources to re-negotiate the agree- 
ment. There are no terms and conditions attached to the order-in-council. 


2 Tax benefits are generally available for similar investments. Their effect is important be- 
cause contributions and loan guarantees have been layered on top of them, reducing the cash 
investment of shareholders in the project. Writing off certain project costs as they are in- 
curred and the investment tax credit applicable to the project can be used to reduce income 
tax otherwise payable. 


In addition, Newfoundland has provided an exemption from sales tax for capital cost and 
reduced Hibernia’s sales tax rate to 4 percent for operating costs. Neither EMR nor Finance 
has made an estimate of this benefit. 


Loans are secured by project assets only, without recourse to other assets of the owners. The 
guarantee agreements call for the government to honour the guarantees before realizing on 
the assets of the project. Lenders have agreed to reduce the guarantee to 75 percent of the 
loan — and thus assume some of the risk — only after the project meets normal commercial 
production and cash-flow criteria. 


Source: Energy, Mines and Resources files 


Public sector financial assistance is estimated at 74 percent of net pre-production costs. 
Lenders assume no risk for loans made in the pre-production phase. 


O27 


APC Fa WALA B SEE PD LEI LN ST EEO LE PE II ET EAD PET RETOE SE 
Department of Finance — Loan Guarantees 


Exhibit 13.6 


NewGrade Risk Sharing 


NewGrade (also known as the Regina Co-op Upgrader) is a 50,000-barrel-per-day 
oil upgrader, integrated with an existing oil refinery. The upgrader and the refinery are separate 
companies. The refinery is owned and operated by Consumers’ Co-operative Refineries Ltd. 
(CCRL) of Regina. NewGrade was incorporated to construct, own and operate the upgrader, 
which was built to use Saskatchewan heavy oil feedstocks. NewGrade is equally owned by 
CCRL and the Province of Saskatchewan. The planned sources of assistance in the pre—pro- 
duction phase shown below do not attempt to show the flow of cash or the final actual cost. 


1989 
Estimated pre-production costs! 


Public sector financial assistance: 
Saskatchewan government equity 
Saskatchewan government loan guarantee 
Federal Loan Guarantee 


CCRL financial assistance 


! Includes losses funded by the guarantees. 


NewGrade is a stand-alone company. Therefore, tax benefits can be applied only against 
taxable income and taxes payable in future years. However, these benefits are unlikely to be 


realized in the foreseeable future. 


Saskatchewan also advanced $75.7 million to fund the operating losses of the company, which 
continue because of NewGrade’s heavy debt load. The first payment of principal is due in 


December 1992. 


Loans are secured by project assets only, without recourse to other assets of the owners. The 
guarantee agreements call for the government to honour the guarantees before realizing on the 
assets of the project. Lenders agreed to reduce the guaranteed portion of the loan — and thus 
assume some of the risk — only after the project had met normal commercial production and 
cash-flow criteria. Since the project did not meet these criteria by the required date, lenders 
refused to accept risk sharing and the guarantees remain in full force. 


Source: Energy, Mines and Resources files 


deficit, we examined how the govern- 
ment accounts for such large risks in its 
accountability documents. These 
include the Budget by the Minister of 
Finance, the Estimates and the Public 
Accounts. 


13.40 The Financial Administra- 
tion Act requires the government to 
seek authority from Parliament to 
extend or increase the limit of a loan 
guarantee. An appropriation of $1 may 
be used to extend such authority. This 
gives the impression that the guarantee 
is a free good (see Exhibit 13.8). 


13.41 The government’s account- 
ing policies require it to set up a 
contingent liability for the guarantees 
given. These contingent liabilities are 
disclosed in a note to the Financial 


($ millions) 
p ee bP) 


The Province of Saskatchewan assumes the risk for about 65 percent of net pre-produc- 
tion costs, the federal government assumes 35 percent and the CCRL assumes none. 
Lenders assume no risk for loans made in the pre-production phase. 
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Statements of Canada and details are 
provided in the Public Accounts of 
Canada. 


13.42 The deficit is charged when 
events indicate that the government 
will have to incur an expenditure to 
cover the contingency, and the amount 
can be reasonably estimated. The 
required funds will have to be provided 
by Parliament. 


There is no recorded reserve on the 
balance sheet of Canada 


13.43 The treatment of loan guaran- 
tees in these accountability documents 
is unsatisfactory in a number of 
respects. First, there is no mention of 
loan guarantee costs in the Budget, 
against which the government could be 
held accountable at the reporting stage. 
Second, the cost or risk of loss of the 
guarantees is not recognized on an 
annual basis but only many years later, 
when it finally becomes evident that 
the government must provide cash to 
pay for them. 


13.44 The 1986 guidelines on loan 
guarantees recognize that there is a cost 
associated with them, and that there is a 
need to promote more realistic trade— 
offs between loan guarantees and other 
financial instruments like repayable 
contributions or direct loans. 


13.45 The government indicated in 
its 1986 Budget that reserves would be 
established in its balance sheet to offset 
the potential costs associated with new 
loan guarantees. These reserves would 
be sufficient to ensure that defaults 
would not exert undue pressure on the 
fiscal framework. However, no such 
reserve is recorded on the balance sheet 
of the Government of Canada (see 
Exhibit 13.9). 


The basis for estimating the risk of 
loss is inappropriate 


13.46 The Statement of Contingent 
Liabilities included in the Public 
Accounts discloses claim rates (net 
claims as a percentage of outstanding 
guarantees) associated with loan guar- 
antee programs. These rates do not 


reflect fairly enough the risk of loss in 
such programs, and therefore can mis- 
lead the public about the size of govern- 
ment liability for loan guarantee 
programs. 


13.47 Exhibit 13.10 compares 
potential liabilities based on claim 
rates shown in the Public Accounts 
with potential liabilities based on the 
percentage of net claims to all loans 
made since program inception. The 
differences are notable. Under the 
government’s formula, the estimated 
financial loss associated with the five 
programs included in the exhibit is 
$122 million, which means that if these 
programs had ended in March 1991 the 
government’s net loan losses would 
have been about $122 million. The 
government’s estimated liability for the 
same programs would be about $511 
million if it used our formula. We believe 
there is a need to review the formulas 
used to estimate the risk of loss asso- 
ciated with loan guarantee programs. 


13.48 The Housing Program illus- 
trates another problem. The 0.1 per- 
cent claim rate suggests that there is 
Virtually no risk and relatively little 
cost associated with the guarantees 
extended under this program. As we 
said earlier, this is because operating 
costs that include loan payments are 
subsidized by CMHC. 


13.49 A related issue is the long— 
term commitment by CMHC to pay 
these subsidies. Subsidies are provided 
under operating agreements between 
Indian bands and CMHC. They are 
available over the total loan amortiza- 
tion period, provided the bands con- 
tinue to meet the terms of the operating 
agreements. Subsidies paid in 1990-91 
amounted to $59 million. By 1994-95, 
CMHC expects annual subsidies to 
increase to $100 million. 


13.50 Anestimate ofthe default cost 
for ad hoc loan guarantees is not made. 
An ad hoc loan guarantee is not a free 
good. Historically, ad hoc loan guaran- 


» Source: Industry, Science and Tec 
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tees have had a much higher rate of 
default than loan guarantee programs. 


13.51 The failure to appropriately 
recognize the financial costs asso- 
ciated with loan guarantees impinges 
on the objective allocation of scarce tax 
dollars. Reliable cost information is 
also critical to the success of the 
government’s expenditure restraint 
program. 


Exhibit 13.7 


Westray Coal Risk Sharing 


Westray coal mine in Pictou County, Nova Scotia is owned by Curragh Inc. It 


began production in August 1991. On 9 May 1992, an explosion at Westray killed 26 miners 
: and destroyed the lower section of the mine. Production had not yet resumed. The planned 

: sources of assistance in the pre-production phase, shown below, do not attempt to show the 
flow of cash or the final actual cost. 


1988 ($ millions) 
: Estimated pre-production costs 
Fees due to a party related to Westray: 
Management fees due including capitalized interest of $1.1 million Se ets) 
Head Office Fees due 2.1 
Sa09.9 
Other construction costs including $7.3 million of subsidizable 
interest during construction 120.8 
: Public sector fnancial assistance: 
Federal government: 
Interest rate buy-down Sise/, 
Loan guarantee! 85.0 
Nova Scotia government loan 12.0 
$100.7 
: Potential tax benefits? 34.2 
$134.9 
: Expected financial benefit to owner pe 
: $130.7 


1 Technically the government did not guarantee the bank loan; it insured it to a limit of 85% 
: of the bank's net loss. 


2 Tax benefits are generally available for similar investments. Their effect is important 

: because contributions and loan guarantees have been layered on top of them, which reduces 
: the cash investment of shareholders in the project. Writing off certain project costs as they 
are incurred, and the investment tax credits applicable to the project, can be used to reduce 
: income tax otherwise payable. 


Loan terms required the owner to carry all-risk course-of-construction insurance among 

: other covenants. The loan guarantee requires the lender to call the loan if it would call the 

- same type of loan without a guarantee in similar circumstances. In June 1992, the lender 

called the loan and filed a plan with Industry, Science and Technology to realize on the 

: assets. Ninety days after calling the loan, the lender is entitled to file claim for 85% of its 

net loss (to a maximum of $85 million, but estimated at $80.75 million at 10 August 1992), 

: which the government is obliged to honour ninety days after receiving a complete and valid 

- claim. At that point, the lender will have no further obligation to realize on assets. In 

: determining the net loss, the lender may deduct from proceeds of disposition of the assets 

' reasonable costs in realizing on the assets. Any recoveries will be split 85/15 between the 

: government and the lender. Thus the lender’s exposure consists of 15 percent of the loan 
loss. 


Public sector financial assistance is estimated at 103% of pre-production costs. 
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Exhibit 13.8 


13.52 There is a need for an 
appropriate accounting and report- 
ing policy for loan guarantee costs. 
The government should recognize 
the cost or risk of loss of a loan 
guarantee on an annual basis and 


Excerpt from Supplementary Estimates (B), 1985-86 


Energy, Mines and Resources 
Energy Program 


Vote 5b — Energy — Operating expenditures 
— Pursuant to Section 22 of the Financial 
Administration Act to authorize the Minister 
on behalf of Her Majesty the Queen in Right 
of Canada to provide a guarantee from time 
to time in accordance with terms and 
conditions approved by the Minister of 
Finance for loans not exceeding in the 
aggregate $275,000,000 to NewGrade 
Energy Inc. for a heavy oil upgrader... 


This 
Previous Supplementary 
Estimates Estimate Total 
$ $ 
136,342,505 J 136,342,506 


This is the wording for the $1 vote authorizing the $275 million loan guarantee to 


NewGrade. 


Exhibit 13.9 


Excerpt from 26 February 1986 Budget Papers 


“The net impact on the government’s accumulated deficit over the past five 
years, resulting from paying off guaranteed loans and providing supplementary financing, 
has been an increase of more than $2.7 billion. These payments include $1.8 billion in the 
case of Canadair, $0.6 billion in the case of de Havilland and $0.1 billion in the case of 


Massey Ferguson. 


Accordingly, a number of guidelines for loan guarantee proposals have been put in 
place. Consistent with these guidelines, the government will need to be satisfied that 
there are reasonable prospects that a project is economically viable, and that the private 
sector, including the lending community, is willing to share in the risk. The recipients of 
new guarantees will, as a general rule, be charged a fee in recognition of the value 
conferred by the guarantees. Where appropriate, the government will strive to ensure that 
the terms of any loan guarantee agreement allow it to share in any extraordinary gains as a 


quid pro quo for its acceptance of risk. 


In addition, reserves will be established within the government’s balance sheet to 
offset the potential costs associated with the new loan guarantees. These reserves, 
together with tighter management practices put in place, should ensure that defaults do not 
exert undue pressure on the fiscal framework.” 
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should account for loan guarantee 
costs by establishing an appropriate 
reserve in its balance sheet. There is 
also a need for the government to 
review how it estimates the costs of 
loan guarantees. 


Government’s response: The govern- 
ment acknowledges the need for an 
appropriate accounting and reporting 
policy for loan guarantees and other 
contingent liabilities. We propose to 
review our existing policies and prac- 
tices, and how costs are estimated, 
with a view to establishing a new 
policy to fairly reflect these costs in the 
summary financial statements of the 
Government of Canada. 


Information to Parliament 


Current information on loan 
guarantees can be improved and 
simplified 


13.53 Disclosure of loan guaran- 
tees. Large guarantees are not always 
disclosed separately in the Public Ac- 
counts. The Westray guarantee is one 
example. Although approved under 
the Department of Industry, Science 
and Technology Act, the Westray loan 
guarantee was recorded under the 
Atlantic Enterprise Program (AEP) for 
reporting purposes. Ad hoc guarantees 
extended under Industry, Science and 
Technology authority are typically dis- 
closed separately in the Public 
Accounts. Because it was not disclosed 
separately, Parliament has not been 
given the opportunity to affirm the 
appropriate amount or take notice of 
the fact that the guarantee has been 
extended. There is no specified maxi- 
mum exposure for the Atlantic Enter- 
prise Program or its successor, the 
Action Program; AEP loan guarantees 
are issued under Industry, Science and 
Technology’s $1.2 billion authorized 
limit that applies to its other loan 
guarantees. 


13.54 Limited information. No 
information on outstanding loan guar- 
antees or net claims paid for the Hous- 


ing Program on Indian reserves is 
provided in Part III of the Estimates of 
the Department of Indian Affairs and 
Northern Development. 


13.55 In addition to disclosing the 
total amount of loan guarantees 
issued, the government should dis- 
close separately all loan guarantees 
exceeding a certain amount. All costs 
associated with both loan guarantee 
programs and ad hoc guarantees 
should be disclosed. 


Government’s response: The govern- 
ment proposes to review its disclosure 
in the Public Accounts of loan guaran- 
tees and other contingent liabilities, to 
ensure an appropriate level of 
information is provided. 


LEST SENS PETS LEY SE TO LNT HEN SLT NID EI 
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Exhibit 13.10 


Estimated Liability 
Major Loan Guarantee Programs 


Government Estimates Our Estimates 
Outstanding 
Loans Estimated Estimated 
($ million) Claim Liability Claim Liability 

Programs 91-03-31 Rates! ($ millions) Rates? ($ millions) 
Canada Student Loans 3,061 2.7% 83 13.8% 422 
Housing Indian Reserves 598 0.1% 1 0.9% 5 
Small Business Loans 503 5.7% 29 3.7% 19 
Air Carriers 505 1.2% 6 8.6% 43 
Atlantic Enterprise 186 1.8% ee) 11.9% Lp) 
122 —all 


1 Public Accounts — Net claims paid less fee revenue as a percentage of outstanding guarantees for 
last five years 


2 Net claims paid plus collection costs as a percentage of total loans made since program inception 


Disclosed claim rates tend to underestimate the government liability for loan guarantee 
programs. 
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Assistant Auditor General: David Rattray 
Responsible Auditor: Ellen Shillabeer 


Main Points 


14.1 We examined the energy megaprojects assisted and funded by the Department of Energy, 
Mines and Resources. Our observations on the Hibernia, Lloydminster Bi-Provincial Upgrader and 
Regina NewGrade Upgrader projects point to some fundamental weaknesses: 


@ lack of a comprehensive set of clear and measurable objectives; 
@ inadequate co-ordination of benefit monitoring; 


@ deficiencies in the follow-up of environmental assessment recommendations and commit- 
ments; 


@ continuing gaps in effectiveness measurement; and 
@ limited and poor reporting to Parliament and the public in Part III of the Main Estimates. 


These are important concerns because of the magnitude, visibility and potential significance of 
current and possibly future megaprojects. 


14.2 Clearly, means must be found to more effectively manage the federal interest in shared or 
joint projects that involve different levels of government and the private sector. Appropriate 
controls, including careful monitoring, are essential if federal interests are to be protected. 
Elaboration of central agency policies would contribute to better management of, and guidance to, 
the federal involvement in shared or joint projects. 


14.3 The Department of Energy, Mines and Resources needs to better account for results: for 
what megaprojects have or have not achieved with taxpayers’ money. It is not sufficient to control 
and account for financial expenditures only. It is also necessary to account for results in order to 
permit parliamentary and public scrutiny of the outcomes of expenditures. 
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Introduction 


Development of Canada’s 
Energy Resources 


14.4 The objective of the Energy, 
Mines and Resources Program is to 
advance the development of Canada’s 
economy, in a manner consistent with 
federal environmental and_ social 
objectives, by contributing to the 
timely and efficient development and 
use of Canada’s mineral and energy 
resources, and by augmenting knowl- 
edge and understanding of the 
Canadian landmass. The Department 
accomplishes this objective through a 
wide range of activities. In recent 
years, financial support of selected 


Hibernia will be produced 
through use of a gravity base 
production platform designed 
to produce oil year round and 
to absorb the impact of 


Energy Megaprojects 


large-scale energy projects has been a 
prominent means of supporting the 
development of the energy sector. 


14.5 Financial incentive pro- 
grams, such as the Petroleum Incen- 
tives Program, were the Department’s 
primary vehicle for supporting the oil 
and gas industry during the 1980s. The 
government has phased out these 
general financial incentive programs, 
and entered into agreements to provide 
financial support to specific energy 
projects. The magnitude of these pro- 
jects has caused them to be referred to 
as “megaprojects”’. 


14.6 Each energy megaproject is 
unique, yet the projects all have the 
following characteristics: 


HIBERNIA PRODUCTION SYSTEM COMPONENTS 


Gravity Base Structure (GBS) 
Production Platform includes 


icebergs. — Process Facilities 
— Accommodation 
— Production Facilities 
— Drilling Rigs 


— Helideck 


Atlantic Ocean 


LABRADOR 


GBS Production 
Platform 


Gathering Line 


ge; . Subsea Well 


. - 


St. John’s i ee 
| HIBERNIA 


Source: Hibernia Project Update (January 1991) 


Exhibit 14.1 


Offshore 
Loading 
System 


The Hibernia Project 
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14.7 


high cost and capital—intensive; 


high risk because of price uncer- 
tainties as well as technological and 
environmental factors; 


return On investment realized only 
over a long term; 


provincial government and/or pri- 
vate sector participation; and 


federal support essential in order to 
proceed. 


The Department of Energy, 


Mines and Resources (EMR) supports 
the following energy-related mega- 
projects: 


Hibernia: a $5.2 billion project to 
develop the Hibernia oilfield off 
Newfoundland, with the first pro- 
duction of oil expected in late 1997. 


Bi-Provincial Upgrader near 
Lloydminster on the Alberta— 
Saskatchewan border: a $1.6 bil- 
lion joint venture to build and 
operate a heavy oil upgrader, with 
start-up expected by late 1992. 


NewGrade Upgrader: a $700 mil- 
lion heavy oil upgrader completed 
in 1988 in Regina, Saskatchewan. 


Vancouver Island Pipeline (VIPL): 
a $355 million project that com- 
pleted construction of a natural gas 
pipeline in October 1991 to con- 
sumers on Vancouver Island and the 
West Coast. 


OSLO (Other Six Leases Oper- 
ation): a $117 million feasibility 
study completed in December 1991 
for a multi-billion dollar joint ven- 
ture oil sands project. 


Exhibit 14.2 


EMP’s Participation in Energy Megaprojects ($ Millions) 


Mechanisms Estimated 
for Capital Cost Federal Project EMR Budget (%) 
Project Activity Participation (Original) Commitment Status 91-92 92-93 
HIBERNIA Offshore Oil Contribution $ 5,200 $ 2,700 Under 18.5 31.4 
Production and $ (5,200) Construction 
Loan Guarantees 
Heavy Oil Equity Sw 632 $ 530 Under 15.9 4.9 
Upgrader Ownership $ (1,267) Construction 
Heavy Oil Loan $ 700 $ 275 Operational - - 
Upgrader Guarantee $ (715) 
VANCOUVER Natural Gas Contribution S355 $ 150 Completed iN - 
ISLAND PIPELINE Transmission and Repayable $ (279) 
Contribution 
OSLO ENGINEERING Tarsands Oil Contribution See ile7 $ 46 Completed 0.7 ~ 
STUDY Production $ (130) 
TOTAL $ 8,004 $ 3,701 
$ (7,591) 36.8% 36.3% 
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Source: Departmental Monitoring Reports, Part III Estimates, Financial Statements 


Audit Scope and Objectives 


14.8 We chose to examine and 
report on the Hibernia, Bi—Provincial 
Upgrader and NewGrade Upgrader 
projects because of the large federal 
commitments involved, as well as the 
risks and significance of these projects. 
Further details on these three megapro- 
jects are provided in Exhibit 14.6. 


14.9 Our audit objective was to 
assess whether the Department’s co- 
ordination of all the parties involved in 
the megaprojects is adequate to protect 
federal interests and to attain federal 
objectives. More specifically, we 
examined the clarity of project objec- 
tives, as well as the Department’s 
management of project risks, monitor- 
ing process, protection of the environ- 
ment, effectiveness measurement, and 
reporting to Parliament and the public. 
Where relevant, we examined whether 
federal central agency policies were 
adequate in the circumstances and 
were complied with, and whether 
adequate guidance was provided to the 
Department by the central agencies. 
We also examined evaluations of prior 
financial incentive programs funded 
by the Department, with a view to 
identifying concerns that might also 
affect evaluations of the energy mega- 
projects. 


Observations and 
Recommendations 


Objectives of federal involvement 
are unclear 


14.10 Providing assistance to 
energy megaprojects is consistent with 
the Department of Energy, Mines and 
Resources’ objective of resource 
development. However, federal par- 
ticipation in these projects is not solely 
to develop energy resources. Other 
reasons for federal involvement in 
energy megaprojects have been com- 
municated through the Méinister’s 
speeches, parliamentary discussions, 


Energy Megaprojects 


departmental press releases, and other 
federal documents. 


14.11 The public statements of 
intended results for energy megapro- 
jects include regional employment, 
technology transfer, economic diversi- 
fication, enhancement of Canadian oil 
supplies and financial returns to 
Canada (see Exhibit 14.3). The project 
agreements signed by the federal gov- 
ernment focus more on the means of 
achieving results than on the specific 
results to be achieved. Both in the 
project agreements and in public state- 
ments related to the projects, many 
objectives are stated in such general 
terms that it is difficult to understand 
their precise meaning. 


14.12 The agreements were nego- 
tiated between federal, provincial, and 
private sector participants. We recog- 
nize that in the process of negotiating 
common objectives among all partici- 
pants, some federal objectives may 
have been diminished or lost. As shown 
in Exhibit 14.2, a considerable amount 
of federal taxpayer money is at stake in 
these projects. There is a need there- 
fore to focus on the purpose of the 
federal expenditures — the desired 
results or outcomes. 


14.13. The Department has told us 
that it believes it should be accountable 
only for the intended benefits stated in 
the legal agreements. During our audit 
we noted that departmental publicity 
surrounding the megaprojects con- 
tinues to cite other objectives and 
benefits that are not contained in the 
legal agreements. Various federal 
documents we examined, which can be 
regarded as reasonably authoritative in 
their own right, also cite other objec- 
tives and benefits. This reflects a 
multiplicity of objectives, which is 
confusing to the observer. Hence the 
purposes of the energy megaprojects 
are not clear. 


14.14 A single definitive statement 
of measurable objectives has not been 
prepared for any of the megaprojects 
we examined. The lack of clearly 
defined objectives makes it difficult to 


The purposes of the 
megaprojects are not 
clear. 
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Intended 
Results per 
Part Ill Estimates 


Energy Megaprojects 


assess results. If progress cannot be 
measured against clear objectives and 
specific intended results, then 
Members of Parliament may be unable 
to effectively question the Department 
on how the achievements that are 
realized compare with those that were 
intended, as well as with the dollars 
spent. Also, it may be equally difficult 
for the Department, or others, to evalu- 
ate the achievement of the govern- 
ment’s broader purposes in assisting 
the energy megaprojects. 


14.15 Good administration of the 
government’s affairs is predicated on 
prudence, which is commonly defined 


as care taken to avoid undesired conse- 
quences. It is reasonable to expect a 
clear statement of objectives at the 
outset of any project, to be able to 
determine whether intended results are 
being achieved and that care has been 
taken to avoid undesired conse- 
quences. Prudence in administration 
requires that outcomes and results be 
scrutinized in the context of their costs 
to determine whether Parliament and 
taxpayers are receiving what was paid 
for. 


14.16 The Department of Energy, 
Mines and Resources should develop 
a comprehensive set of clear measur- 


Exhibit 14.3 


Statements of Intended Results and Benefits from Megaprojects 


Intended Intended Results per EMR Intended 
Benefits Publications, Press Results per 
per Agreements Releases and Ministerial Parliamentary 
Speeches Debates 


HIBERNIA 


BI-PROVINCIAL 
UPGRADER 


NEWGRADE 
UPGRADER 
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Enhanced security 
of supply 

Major impact on 
regional economies 


Enhanced energy 
supply 

Major impact on 
regional economies 


An estimated 55-60 percent of 
initial $5.2 billion 
expenditures to be 
Canadian/Newfoundland 
content on a best—efforts basis 


business 


An estimated 2/3 of project 
employment prior to start of 


production to be Canadian sales tax 


Encourage consortiums to 
promote technology transfer 


Certain fabrication, assembly 
and outfitting to be done in 
Newfoundland. 


at sources 
Opportunities for the transfer 


of technology and enhanced 
project management skills for 
Canadian engineers. 


Employment and industrial 
benefits 


90 percent Canadian content 
estimated in project goods and 
services on a best-efforts basis 


95 percent Canadian content 
estimated in direct 
employment on a best-efforts 
basis 


Significant material benefits to 
Saskatchewan and Canada 


Regional and national 
employment opportunities 


New opportunities for Canadian 


Increased revenue for 
Newfoundland through royalties, 
corporate income tax, and retail 


Enhanced capability for 
Canadian engineering firms 


Economic diversification 
Diversification of energy supply 


Increased technical expertise in 
the development of offshore 
energy resources. 


Secure long-term market for 
heavy oil production 


Regional and national 
employment opportunities 


Spinoff benefits to secondary 
industries in Canada 


Enhanced energy supply 


Less dependence on imported oil 


Regional employment 
opportunities 


Canadianization of 
Hibernia resources 


Positive return on 
Canadian investment 
Regional and national 
employment opportunities 
Security of oil supply 


Development of new 
technology and industry 


Increased domestic oil 
production 


able objectives for each energy 
megaproject in order to provide a 
sound basis for: 


e reporting the direct results 
achieved for funds spent; and 


e evaluating whether the govern- 
ment’s purposes have been 
achieved. 


Department’s response: By their 
nature, energy megaprojects can have 
diverse and significant impacts. In 
consequence, descriptions of the pro- 
jects have identified a multiplicity of 
potential impacts. The legal agree- 
ments containing the terms and condi- 
tions of financial participation by 
Canada set out the direct results which 
are expected to be achieved. The 
direct results expected for each project 
are clear and will form the basis for 
reports by the Department on project 
achievements. The Department does 
agree that it would be useful to develop 
a more definitive statement of wider 
potential impacts which could be used 
in evaluating the overall results of 
each energy megaproject. 


Inadequate co-ordination and 
protection of federal interests 


14.17 The federal government is 
participating in energy megaprojects to 
accomplish various objectives. We do 
not comment on the appropriateness of 
the government’s decisions to enter 
into such ventures, or on its right to do 
so. We would expect that where the 
government decides it is important and 
useful for it to assist in some high-risk 
ventures that could not be started 
without government help, it needs to 
identify the associated risks and take 
steps to contain them. 


14.18 Many energy megaprojects 
are risky commercial ventures. Suc- 
cess and profitability are uncertain 
given the risk factors involved, includ- 
ing technological challenges, fluctuat- 
ing oil and gas. prices and 
environmental issues. Other risks may 
also be involved, such as the with- 
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drawal of support by a participant, as in 
the case of Gulf Canada Resources 
Limited’s notice of intent to withdraw 
from the Hibernia project in February 
1992. Construction cost overruns are 
another potential megaproject risk. In 
the case of the Bi-Provincial Upgrader, 
the federal share of cost overruns to 
date is $129 million. 


14.19 The taxpayer has a right to 
expect that expenditures of public 
funds will be managed prudently. This 
is fundamental to the stewardship of 
government affairs where federal man- 
agers are entrusted with the manage- 
ment of taxpayers’ money. 
Consequently, when the federal gov- 
ernment participates in such high-risk 
ventures as the development of the 
Hibernia oil field and the Bi—Provin- 
cial Upgrader, it is necessary for man- 
agers to undertake measures to protect 
federal interests. 


14.20 The federal government is 
only one of several participants in these 
megaprojects, and it is not the project 
manager for any of the megaprojects. 
This makes it very important that the 
legal agreements signed by the govern- 
ment specify, in the clearest possible 
terms, the rights, limitations and 
obligations of the federal government 
as well as of the other participants. 


14.21 Weexamined the legal agree- 
ments for the three megaprojects 
selected for this audit. Although the 
federal participation in each project is 
different, certain risks are similar. We 
therefore compared the agreements as 
to the rights and limitations of the 
federal government associated with 
some common risks. 


14.22 Given the amount of money 
the federal government has committed 
to the Bi—Provincial Upgrader project 
($530 million to date), the related legal 
agreements fail to cover some import- 
ant kinds of risks that are considered in 
the Hibernia and NewGrade agree- 
ments. The Bi—Provincial Upgrader 
agreements are virtually silent on the 
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following important 
Exhibit 14.4): 


matters (see 


e limits to the federal government’s 
legal liability; 


e financial liability should the facil- 
ity be destroyed or damaged; and 


e federal commitment to funding 
cost overruns. 


14.23 Other federal interests are not 
as well protected for the Bi—Provincial 
Upgrader as might be expected, given 
the magnitude of federal equity partici- 
pation in this project. Specifically, the 
federal government is making large 
direct expenditures for considerations 
of economic benefits, yet the clauses 
identifying these benefits use vague 
terms such as “best efforts” (to achieve 
targets for Canadian content). In 
contrast, in the Hibernia project, which 
also involves direct federal expendi- 
tures, some of the economic benefits 
provisions are much more specific, for 


Exhibit 14.4 


Risks Associated With the Bi-Provincial Upgrader 


Limits to Legal Liability 


The federal government has entered into an unincorporated joint venture arrangement with the 
provinces of Alberta and Saskatchewan and with Husky Oil Operations Limited to construct and 
operate the Bi-Provincial Upgrader near Lloydminster on the Alberta—Saskatchewan border. The 
federal government, as an owner, is at risk for any legal action brought against the joint venture. As 
the business arrangement currently stands, federal legal liability is not limited to the value of its 
share of the joint venture assets. By comparison, the government is not an equity participant in 
either Hibernia or NewGrade and is therefore less vulnerable to legal liability. 


Facility Destroyed or Damaged 


The insurance provisions for Hibernia and NewGrade are explicit in asking that insurance 
coverage be obtained to cover joint property, materials, third—party liabilities, and contractual 
liabilities. In contrast, the original Bi-Provincial Upgrader Joint Venture Agreement, signed in 
September 1988, was silent on this matter. The Bi-Provincial Upgrader Construction 
Management Agreement, signed in April 1990, states that the Construction Manager will use “best 
efforts” to obtain and maintain the type of insurance that the Joint Venture Board approves. No 
specific type of insurance is mentioned in the agreement. 


Cost Overruns 


Federal assistance to both Hibernia and NewGrade is limited by the nature of the federal 
participation in the projects (non-equity federal participation). Both of these projects have the 
owners determining in advance how cost overruns would be funded. The federal government 
would not necessarily be involved in any additional funding. 


The Bi-Provincial Upgrader Agreements do not contain any clauses on how cost overruns would 
be funded by the equity participants, which include the federal government. The Joint Venture 
Agreement sets a maximum amount for the government to contribute based on the initial estimated 
cost of the project. The total project cost has now exceeded the estimated cost. The federal 
government, as an equity participant, has chosen to contribute an additional $129 million to 
ensure the continuation of the project. 
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example, requiring certain construc- 
tion and employment in Newfound- 
land. 


14.24 Another contrast is the 
Department’s access to project 
information. In the case of NewGrade, 
the Department has a representative on 
the project’s Board of Directors. 
Although there are three federally 
appointed representatives on the Bi- 
Provincial Upgrader Board of Direc- 
tors, none is employed by the 
Department. The federal government 
has chosen a less direct form of involve- 
ment with the Bi—Provincial Upgrader 
than it uses for NewGrade. Yet, in 
comparison, its equity commitment for 
the Bi-Provincial Upgrader ($530 mil- 
lion) well exceeds the federal loan 
guarantee commitment for NewGrade 
($275 million). 


14.25 It must be noted that agree- 
ments for each of the megaprojects 
were negotiated at different times. The 
provincial and private sector parties 
involved also had their own interests to 
protect. Thus protection of federal 
interests had to be negotiated in the 
context of these competing interests. 
We recognize that this was not an easy 
task. 


14.26 There are several ways of 
providing federal assistance to other 
parties, for example grants, contribu- 
tions, loan guarantees and equity par- 
ticipation. Whatever the form of 
assistance, certain central agencies of 
the federal government have a key role 
to play in establishing reasonable rules 
and mechanisms for protecting federal 
interests. Under the Financial Admin- 
istration Act, Treasury Board has legal 
responsibility for overseeing the sys- 
tem of financial administration in the 
government of Canada. Treasury 
Board Secretariat and the Office of the 
Comptroller General advise on matters 
of financial administration. In addi- 
tion, the Department of Finance 
advises on matters related to its 
responsibility to ensure orderly bor- 
rowing by the Government of Canada. 


14.27 Wediscussed the legal agree- 
ments and funding arrangements for 
the three megaprojects with senior 
officials of Treasury Board Secretariat, 
Office of the Comptroller General and 
the Department of Finance. In general, 
we found that existing central agency 
policies or minimum requirements do 
not specifically relate to joint ventures 
or shared projects that the federal 
government supports but does not man- 
age or control. Treasury Board Secre- 
tariat and the Office of the Comptroller 
General had little policy basis for 
advising on the basic requirements to 
be included in the terms and conditions 
of the megaproject agreements. 


14.28 We did note that the Depart- 
ment of Finance provided useful advice 
in the negotiation of the megaproject 
agreements. This is reflected in legal 
clauses related to financing, cash flow 
information and other financial matters 
pertaining to Department of Finance 
responsibilities. We also noted the 
beneficial advice given by the Office of 
the Comptroller General on efficient 
and cost-effective cash management 
and banking arrangements for the Hi- 
bernia and Bi-—Provincial Upgrader 
projects. We observed that the Depart- 
ment has established satisfactory basic 
controls over the megaproject expendi- 
tures. However, a major question 
remains: who is protecting federal 
interests, above and beyond these basic 
expenditure and cash management 
controls? 


14.29 Expenditure and cash man- 
agement controls, while important, 
will not by themselves ensure that 
resources are. managed well. Our 
Office has consistently said that oper- 
ations should be carried out with due 
regard to economy, efficiency and 
effectiveness, and information should 
be available to hold managers account- 
able for their use of resources. 


14.30 In our opinion, if the govern- 
ment intends to continue to participate 
in multi—jurisdictional, multi—partner, 
commercial ventures without federal 
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project management, there is much that 
it can learn from the current energy 
megaproject arrangements. Specifi- 
cally, traditional central controls such 
as those pertaining to major Crown 
projects are not appropriate for this 
type of project because they apply only 
where the federal government operates 
or controls the project. Clearly, the 
federal government does not operate or 
control the energy megaprojects, and 
we found that central agency policy and 
minimum control requirements 
appropriate to such arrangements were 
lacking. 


14.31  Itis prudent and important to 
clarify and elaborate policy require- 
ments that protect both the financial 
and non-financial federal interests in 
these kinds of projects. This is largely a 
central agency responsibility because 
departments other than Energy, Mines 
and Resources also deal with similar 
funding matters. In our opinion, central 
agencies need to have criteria and 
guidelines for protecting the public 
interest, and for rendering accountabil- 
ity on value received for the expendi- 
ture of public funds, by _ those 
departments and agencies responsible 
for funding such projects. These cri- 
teria and guidelines would have to be 
flexible to accommodate the diversity 
and complexity of the megaproject 
arrangements. 


14.32 Treasury Board  Secre- 
tariat, in conjunction with the Office 
of the Comptroller General, should 
elaborate minimum policy require- 
ments appropriate to shared or joint 
venture arrangements for large— 
scale projects involving other juris- 
dictions and/or the private sector. 


Improvements are needed in 
departmental project monitoring 


14.33 The Department says in its 
1992-93 Main Estimates Part III that it 
“negotiates and monitors megaproject 
agreements with private sector propon- 
ents and provincial governments”. We 
reviewed the work of departmental 


The Department has 
established satisfactory 
basic controls over 
megaproject 
expenditures, but who is 
protecting federal 
interests above and 
beyond expenditure and 
cash management 
controls? 
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staff responsible for monitoring the 
energy megaprojects. 


14.34 The Department has a Moni- 
toring Unit with the following 
responsibilities: 


e manage the financial interests of 
the federal government in energy 
megaprojects; 


e monitor the physical progress of 
megaprojects; 


e report on the megaprojects; and 


e obtain legal authorities and opin- 
ions. 


The Monitoring Unit also has responsi- 
bility for co-ordinating information on 
the megaprojects for other units in the 
Department, and with other federal 
departments. The Frontier Lands Man- 
agement Branch of the Department 
also monitors information on benefits 
from Hibernia and the Bi—Provincial 
Upgrader and receives environmental 
monitoring data for Hibernia. 


14.35 In examining the nature of 
monitoring and co—ordination by the 
Department of Energy, Mines and 
Resources for the Hibernia and Bi- 
Provincial Upgrader projects (which 
were still under construction at the time 
of our audit), we identified the involve- 
ment of other federal departments and 
agencies, as well as the Canada—New- 
foundland Offshore Petroleum Board 
(a joint federal—provincial body). 
Much of the environmental and bene- 
fits monitoring is done by these other 
departments and agencies. The depart- 
mental Monitoring Unit receives some 
information directly from the Project 
Operators. However, the Department 
has explained that it relies to the 
maximum extent possible on the man- 
dates and competence of other depart- 
ments and agencies in monitoring the 
environmental and benefits aspects of 
energy megaprojects. 


14.36 The Department of Energy, 
Mines and Resources arranged for the 
Department of Industry, Science and 
Technology and the Atlantic Canada 


Opportunities Agency to be involved in 
monitoring industrial benefits asso- 
ciated with the Hibernia project 
contracts. Western Economic Diversi- 
fication Canada co-ordinates the fed- 
eral monitoring of economic benefits 
for the Bi-Provincial Upgrader. The 
Department of Employment and 
Immigration is monitoring employ- 
ment benefits arising from the Hibernia 
and Bi-Provincial Upgrader projects. 
The Department of Industry, Science 
and Technology also monitors the 
industrial benefits from the Bi—Provin- 
cial Upgrader project. 


14.37 Although the Department has 
developed some elements of a system 
for monitoring and co-ordination, 
these elements do not constitute a 
clearly articulated approach to moni- 
toring. Most of the arrangements to 
co-ordinate monitoring and _ to 
exchange related information with 
other departments and agencies lack 
substantive, well-documented direc- 
tion. For example, in some memoranda 
of understanding with other depart- 
ments and agencies the Department 
requests only that “relevant informa- 
tion and advice” be provided to it in a 
timely manner. We would expect 
clearer direction on what information 
the Department required, in what form, 
and how often. 


14.38 The monitoring information 
provided by other departments and 
agencies is largely dependent on their 
separate skills and preferences. We 
believe that good management prac- 
tice requires the establishment of 
minimum standards for required 
information, to inform and guide indi- 
viduals in other departments as to what 
is expected from them. Clearly articu- 
lated monitoring requirements would 
help ensure that: 


e monitoring by other parties is tak- 
ing place as intended; and 


e the required gathering, verification 
and analysis of data are being done 
by each organization involved. 


14.39 Monitoring by Energy, Mines 
and Resources, as well as by other 
departments and agencies, is con- 
strained by the provisions of the legal 
agreements. This relates to a point 
mentioned in paragraph 14.13, that the 
megaproject agreements contain 
limited objectives that do not corre- 
spond to many of the publicly stated 
objectives. 


14.40 Another problem in monitor- 
ing is that some provisions in the 
agreements are not specific about 
intended benefits. For example, 
clauses pertaining to the awarding of 
contracts to Canadian firms use terms 
such as “best efforts”, and “technology 
transfer”. What these terms mean in 
practice, for monitoring purposes, is 
not clear. 


14.41 The Department has taken 
steps to improve its monitoring of the 
Hibernia project. It was not satisfied 
with the information it was receiving 
about contracting benefits. In January 
1992 the federal Minister of Energy, 
Mines and Resources asked for 
improved information, and asked the 
Department to review methods used to 
monitor and report the information. 
The Department looked into ways to 
improve the data. It also looked into 
obtaining specific interim  bench- 
marks, which would be used as the basis 
to provide regular reporting on the 
extent to which the project is on track to 
achieving the estimated benefits. 
Interim benchmarks were eventually 
established in February 1992, well 
after the project’s start in late 1990. No 
interim benchmarks for industrial 
benefits were ever established for the 
Bi—Provincial Upgrader project. 


14.42 An external audit was per- 
formed in mid—1991 on the benefits 
information provided for Hibernia. 
The audit identified numerous defi- 
ciencies in the gathering and reporting 
of Hibernia benefits information. 
Since then, the Department and the 
Canada—Newfoundland Offshore 
Petroleum Board have been working 
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on improvements to the benefits 
information. No subsequent audit has 
been done, although one is planned for 
the fall of 1992. In view of the first audit 
results and the recent receipt of interim 
benchmarks, the frequency of the 
auditing of benefits is open to question. 
Also, we note that no audit was per- 
formed on benefits information from 
the Bi-Provincial Upgrader. Conse- 
quently, in our view, it is not clear that 
the Department has reliable informa- 
tion about the actual achievement of 
benefits from these two megaprojects. 


14.43 Another key problem we 
noted in the Hibernia and Bi—Provin- 
cial Upgrader agreements was the lack 
of a connection between performance 
and payment. Federal payments are 
based on project expenditures, and not 
on construction milestones or achieve- 
ment of certain intended economic 
benefits that have been specifically 
identified with these projects. Even if 
the Department of Energy, Mines and 
Resources determined through its 
monitoring efforts that certain 
intended benefits were not being 
achieved, it would have no legal basis 
to stop payments to the projects. 
Without a direct connection between 
performance and payment, the pay- 
ment is in the nature of a grant. 


14.44 Werecognize that the Depart- 
ment cannot unilaterally resolve all the 
problems we have noted. In particular, 
problems with wording in the legal 
agreements cannot be resolved without 
renegotiating the agreements. This is 
not likely to be done, nor would it be 
necessarily practical at this point for 
the existing megaprojects. However, 
there are lessons to be learned for future 
megaprojects. 


14.45 Based on our observations, 
we do not believe the Department of 
Energy, Mines and Resources has 
established a sufficiently rigorous 
regime for monitoring and co-ordinat- 
ing federal interests in the energy 
megaprojects. Both Treasury Board 
Secretariat and the Department of 
Energy, Mines and Resources have also 


It is not clear that the 
Department has reliable 
information about the 
actual achievement of 
benefits. 
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missed opportunities to help ensure 
that federal funds spent on the energy 
megaprojects are managed with due 
regard to value for money. The key 
opportunity to protect federal interests 
is when the legal agreements are being 
drafted. 


14.46 The Department of Energy, 
Mines and Resources, together with 
Treasury Board Secretariat, should 
examine means of improving both 
the monitoring regime for energy 
megaprojects and provisions for 
ensuring the achievement of 
intended results. 


Department’s response: As _ noted, 
EMR has already taken steps to 
improve its monitoring of energy 
megaprojects. The Department is 
devoting additional resources to the 
monitoring function, particularly with 
respect to industrial and employment 
benefits. A single focal point is being 
created within the Department to 
monitor all aspects of megaproject 
activity and to provide a sharper focus 
for the coordination of federal moni- 
toring activities. 


14.47 Specifically, in developing 
the policy requirements as recom- 
mended in paragraph 14.32, Treas- 
ury Board Secretariat should 
consider requiring that payments be 
made only on the basis of correspon- 
ding progress in the project and on 
the fulfilment of specific perform- 
ance conditions. 


Weaknesses in monitoring of 
environmental recommendations 
and commitments 


14.48 The federal government’s 
1991 The State of Canada’s Environ- 
ment report identifies the east coast of 
Newfoundland as the most likely spot 
for an oil spill to occur. The same report 
says the Hibernia project is viewed as 
“posing potentially significant threats 
to local marine life”’. 


14.49 We noted that it is the objec- 
tive of the Department of Energy, 


Mines and Resources to advance 
resource development in a manner 
consistent with federal environmental 
objectives. We examined the Depart- 
ment’s actions to provide protection for 
the environment in the Hibernia and 
Bi—Provincial Upgrader projects. The 
comments that follow relate to the 
Hibernia Project except for paragraphs 
14.64 and 14.65, which relate to the 
Bi—Provincial Upgrader. 


14.50 Prior to the Environmental 
Assessment Review and _ Process 
Guidelines Order (EARP Guidelines) 
of 1984, which formalized the federal 
government’s environmental assess- 
ment and review process, the Depart- 
ment recognized the importance of 
submitting the Hibernia project to 
environmental assessment. Hibernia 
was formally referred by the Minister 
of Energy, Mines and Resources to a 
public panel review in 1980, and the 
panel report was released in 1985 when 
the 1984 EARP Guidelines were in 
effect. 


14.51 In 1985 the responsibility for 
offshore petroleum resource manage- 
ment, including environmental 
responsibilities, was vested in the 
Canada—Newfoundland Offshore 
Petroleum Board (CNOPB) created 
under the “Atlantic Accord”. It was to 
this Board that the Hibernia panel 
report, comprising 50 recommenda- 
tions, was directed for action. 


14.52 With reference to the EARP 
Guidelines, the initiating department 
(“any department that is, on behalf of 
the Government of Canada, the deci- 
sion-making authority for a proposal’’) 
was considered to be the CNOPB. The 
Guidelines clearly state that it is the 
responsibility of the initiating depart- 
ment to decide to whom the recommen- 
dations of the panel are directed, and 
the extent to which those recommenda- 
tions would become a requirement of 
the Government of Canada should the 
project be approved. 


14.53 In1986the CNOPBreleaseda 
decision report that responded to the 


panel recommendations falling under 
its jurisdiction. The CNOPB clearly 
indicated in writing, however, that 
several recommendations fell outside 
its mandate and that it was “drawing 
them to the attention of the appropriate 
authorities”. At the time of our audit, 
no attempt had been made to determine 
the fate of several of these outstanding 
recommendations. It is not clear who is 
responsible to do this. 


14.54 In 1988 the decision to pro- 
ceed with the Hibernia project was 
made by Energy, Mines and Resources 
as the funding department. This pre- 
sumably made it an initiating depart- 
ment as described in the 1984 EARP 
Guidelines. At this point in the pro- 
ject’s history it became unclear, how- 
ever, which was the lead initiating 
department — Energy, Mines and 
Resources or CNOPB? 


14.55 We did not find the federal 
government’s 1984 EARP Guidelines 
to be particularly helpful in this respect. 
For example, when there are several 
“initiating” departments, the Guide- 
lines do not require identification of a 
lead agency. Such a lead agency would 
ensure, in cO—operation with other 
bodies concerned with the project, that 
all panel recommendations were con- 
sidered by the appropriate ministers 
prior to any further action on the 
project. Should the decision to proceed 
then be taken, the lead agency would 
ensure that those recommendations 
accepted were incorporated into the 
design, construction and operation of 
the project. It would also ensure that 
suitable implementation, inspection 
and environmental monitoring pro- 
grams were established. 


14.56 Recommendations from the 
Hibernia panel were addressed to sev- 
eral federal and provincial departments 
and agencies, including the federal 
departments of Energy, Mines and 
Resources, Environment, Transport 
and Fisheries and Oceans. The panel 
recommendations included the estab- 
lishment of ice management systems, 
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weather forecasting systems, environ- 
mental monitoring programs and oil 
spill contingency plans. 


14.57. An important recommenda- 
tion was not subsequently addressed. It 
was that government should develop an 
overall strategy for implementing the 
panel recommendations considered 
necessary to the success of the project, 
identifying appropriate funding levels 
and sources. 


14.58 Whether or not the EARP 
Guidelines provided clear direction on 
the treatment of the Hibernia panel 
recommendations, it is our opinion 
that, given the importance the federal 
government attaches to environmental 
assessment, the following matters 
should have been fully addressed but 
were not: how the panel’s recommen- 
dations were to be dealt with; who was 
responsible for seeing that this 
occurred; and that all decisions were 
documented and taken into account in 
making the final decision whether or 
not to proceed with the project. 


14.59 In 1990 there were two sig- 
nificant changes to the Hibernia pro- 
ject: modifications in the project 
design, and a change in the construc- 
tion site for the project platform. The 
CNOPB felt that the changes in project 
design constituted a new plan for 
development, which required its 
approval. The CNOPB carried out a 
detailed review and submitted its deci- 
sion to the respective federal and 
provincial energy ministers. 


14.60 Energy, Mines and Resources 
decided that both the design modifica- 
tions and the change in the platform 
construction site required review under 
the 1984 EARP Guidelines. Energy, 
Mines and Resources was identified as 
the lead initiating department and it 
co-ordinated departmental reviews 
and environmental assessments, which 
resulted in two separate screening 
decisions. In both decisions it was 
concluded that the potential adverse 
environmental and directly related 
social effects were insignificant, or 
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mitigable with known _ technology. 
There were, however, several addi- 
tional environmental commitments, 
beyond the fifty original Hibernia 
panel recommendations, contained 
within these screening decisions. 


14.61 We note that the EARP 
Guidelines do not provide specific 
direction with respect to following up 
on panel recommendations accepted 
by the Minister, or on any commit- 
ments made in the environmental 
screening decisions mentioned above. 
When we interviewed the various 
departments and agencies involved 
with Hibernia, no single organization 
could provide an overall status report 
on the environmental protection 
measures. 


14.62 We would have expected that 
Energy, Mines and Resources, as the 
funding department, would have at its 
disposal up-to-date and complete 
information on the status of accepted 
environmental assessment recommen- 
dations and commitments. We found 
no mechanism to provide such 
information, other than ad hoc tele- 
phone calls and meetings. 


14.63 For the Hibernia project, 
and all future projects of this nature, 
the Department of Energy, Mines 
and Resources should monitor and 
record the status of those environ- 
mental recommendations and com- 
mitments accepted by the Minister. 


Department’s response: The status of 
all environmental recommendations, 
conditions and commitments for the 
Hibernia project has been documented 
by the Department. With the co-oper- 
ation of the proponent and those 
government departments and agencies 
having environmental _ regulatory 
responsibilities for the Hibernia pro- 
ject, a comprehensive environmental 
monitoring system has been developed 
and will be maintained. 


14.64 For the  Bi-Provincial 
Upgrader, we found that the Depart- 
ment also does not have adequate 


information about compliance with the 
terms and conditions of environmental 
approval. The Bi—Provincial Upgrader 
environmental assessment was com- 
pleted in 1991, with federal terms and 
conditions of approval. We would have 
expected a better information tracking 
system, given the evolution of the 
federal government’s approach to 
environmental assessment and review 
since the introduction of the 1984 
EARP Guidelines. 


14.65 The Department has 
informed us that it is in the process of 
staffing a new group with environ- 
mental responsibilities, which should 
address the concerns noted above for 
the Bi-provincial Upgrader project. 


14.66 Although we note that the 
Hibernia project was initiated prior to 
the 1984 EARP Guidelines, which 
Taises questions as to the Guidelines’ 
applicability, we feel that Energy, 
Mines and Resources needs to place 
more emphasis on its monitoring of 
environmental recommendations and 
commitments, for the following rea- 
sons: 


e The EARP Guidelines now have 
the force of law, given the Federal 
Court’s decision of 28 December 
1989 on the Rafferty-Alameda 
Dam project, which found the 
Guidelines to be binding on min- 
isters of the Crown. 


e The Supreme Court decision of 
23 January 1992 on the Oldman 
River Dam Project confirmed that 
the EARP Guidelines are, indeed, 
law. 


e The government has made a com- 
mitment, aS announced in 
December 1990 in its “Green Plan’, 
to the environmental assessment 
and review of new _ projects, 
policies, programs, legislation, and 
current initiatives. This is a key 
element in the federal govern- 
ment’s approach to environmental 
stewardship as a means of attaining 
sustainable development. 


e The new Canadian Environmental 
Assessment Act (Bill C—13) was 
given Royal Assent on 23 June 1992 
and is expected to be proclaimed 
early in 1993, replacing and 
improving on the 1984 EARP 
Guidelines. 


14.67 Wewill continue to follow the 
implementation of the new environ- 
mental legislation, regulations and 
operational guidelines to determine 
whether they address the weaknesses 
we identified. 


Opportunities exist to improve 
effectiveness measurement 


14.68 Effectiveness measurement 
helps answer the question: are the 
megaprojects producing the results 
they were intended to produce? We 
have already observed that the objec- 
tives for the megaprojects are not clear, 
and this makes it difficult to determine 
whether the intended results are being 
achieved. In addition, many of the 
estimates of anticipated socio—econ- 
omic benefits, such as job creation and 
contracting to Canadian companies, 
were developed by the firms that pro- 
posed the Hibernia and Bi—Provincial 
Upgrader projects. Energy, Mines and 
Resources did not develop a set of 
independent estimates of its own. The 
Department did review the estimates 
prepared by the private sector firms, 
but the extent of its review is not clear. 
We also found it difficult to determine 
all of the underlying assumptions in 
those estimates. 


14.69 The Department does have 
arrangements in place to monitor cer- 
tain direct effects, such as direct 
employment resulting from these pro- 
jects. However, these arrangements do 
not examine the wider employment 
impacts and other socio-economic 
effects, such as the effect on housing 
and business in the surrounding 
communities. For Hibernia, when 
proposing the project, the firms esti- 
mated these wider employment 
impacts to be significantly greater than 
the direct effects. 
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14.70 At the time of our audit, the 
Department had not established any 
framework setting out the performance 
indicators and a plan to collect and 
interpret performance data for any of 
the megaprojects. Such evaluation 
frameworks, according to Treasury 
Board program evaluation policy, 
should be prepared as early as the initial 
design phase. In our opinion, had the 
Department undertaken to develop 
evaluation frameworks for each of the 
megaprojects, it would have identified 
some of the problems we have noted. 
The frameworks would have provided 
an opportunity for the Department to 
address the clarity of objectives, the 
measurement of both direct benefits 
and wider effects, and the extent of the 
need to establish systems for gathering 
essential data on an ongoing basis. All 
these steps are necessary to determine 
what, exactly, the megaprojects are 
achieving. 


14.71 In addition to the above con- 
siderations, we undertook an examin- 
ation of evaluations actually 
undertaken and finalized by the 
Department covering earlier financial 
incentive measures for the energy and 
mining sectors. Although these pro- 
grams had a different orientation from 
the megaprojects, they too represented 
a significant level of assistance to the 
sector and had a focus that included the 
more productive development of 
Canada’s energy resources. These 
programs have been discontinued, but 
we thought it was important to examine 
the Department’s evaluation of their 
effectiveness. Our purpose was to 
identify lessons learned about the 
Department’s approach to evaluation 
in the energy sector that would be 
useful to any future evaluation of the 
megaprojects. Our Office has com- 
mented before, in 1983 and again in 
1985, on the Department’s evaluation 
of financial-incentive measures for the 
energy sector. This year we looked in 
depth at the evaluations of the Petro- 
leum Incentives Program (PIP), the 
Canadian Exploration and Develop- 
ment Incentive Program (CEDIP), and 
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the Canadian Exploration Incentive 
Program (CEIP), completed in 1985, 
1991 and 1992 respectively. 


14.72 The Department is to be com- 
mended for developing feedback 
information on program effectiveness 
in these important areas, which are 
complex to measure. Our examination 
indicated that the information gener- 
ated should be particularly useful for 
improving the operational perform- 
ance of programs of this type. How- 
ever, in assessing overall program 
impacts and effects there is still some 
need for improvement. Measuring 
effectiveness is important in account- 
ing to Parliament for moneys that have 
been voted. It also can provide impor- 
tant feedback, based on experience 
gained, for any future program initia- 
tives. 


14.73 As to the timing of the evalu- 
ations, they were undertaken for all 
three incentive programs, PIP, CEDIP 
and CEIP, after cancellation of the 
programs had been announced. The 
Department points out that CEDIP and 
CEIP were cancelled earlier than 
anticipated. Our pointis that timeliness 
of evaluation is crucial, and in the cases 
of PIP and CEDIP there was adequate 
time to proceed earlier with an evalu- 
ation. In our view, it would have been 
reasonable to do so given the stage of 
the programs’ implementation, the 
large amounts of money involved and, 
in the case of CEDIP, the temporary 
nature of the program. 


14.74 We also reviewed the quality 
of the evaluations undertaken for all 
three incentive programs and found 
deficiencies in the way the evaluations 
addressed cost-effectiveness issues. 
This reduced their usefulness and did 
not give a clear picture of program 
results. 


14.75 The CEDIP evaluation report 
did not adequately assess the cost- 
effectiveness issues arising from evi- 
dence that the program may have failed 
to produce any increase in investment 


or drilling by large firms. Those 
companies received some 41 percent of 
the incentives paid during the entire 
program. 


14.76 In our view, in the CEIP 
evaluation report, the overall estimate 
of one of the program’s key intended 
effects (increasing financing for 
exploration companies) was _ not 
adequate. This was because of an 
absence of explanatory evidence in the 
analysis, and the fact that many firms 
themselves could not estimate the 
extent to which their financing had 
been increased as a result of the pro- 
gram. Further, the evaluation con- 
tained another important gap. It 
ignored the cost-effectiveness issues 
arising from the Department’s own 
conclusions about the assisted firms. 
The Department concluded that nearly 
40 percent of companies surveyed 
(who received financial assistance 
under the program) “ were no longer in 
existence” by the time of the evaluation 
follow-up. The evaluation did not 
address the question of what the pro- 
gram achieved in such cases. 


14.77 The PIP evaluation also had 
significant gaps in what it reasonably. 
and appropriately could have been 
expected to cover. This is cause for 
concern in view of the extremely high 
expenditure of public funds involved 
($7.33 billion between 1981 and 1988). 
The evaluation did not provide a mean- 
ingful cost-effectiveness analysis of 
the program. For example, the evalu- 
ation scope did not address whether 
other program alternatives could have 
encouraged the lower-cost and/or less 
risky development of oil supplies. 
Further, the evaluation did not 
adequately address the question of the 
program’s contribution to increasing 
Canada’s recoverable oil reserves, 
indicating that there was only limited 
information available at the time. Yet 
this is a critical question related to 
cost-effectiveness and value for 
money for a program involving signifi- 
cant levels of expenditure. There is no 
evidence that the Department pursued 


this issue further in any subsequent 
evaluation activity. 


14.78 To measure the effective- 
ness of the Hibernia and Bi-Provin- 
cial Upgrader megaprojects, the 
Department of Energy, Mines and 
Resources should: 


e complete an evaluation frame- 
work for the Hibernia project as 
soon as possible and assess the 
effectiveness implications of the 
data it is collecting as part of its 
monitoring process; 


e proceed with in-depth program 
evaluations at an appropriate 
time when the effects of the pro- 
jects are measurable; and 


e evaluate both direct and indirect 
impacts of these megaprojects to 
determine their full extent and 
costs and to compare them to 
intended objectives and _ esti- 
mated costs. The evaluations 
should address key questions 
about achievement of objectives 
and cost—effectiveness (see 
Exhibit 14.5). 


Department’s response: With respect 
to the Hibernia project, EMR will 
undertake, at an appropriate time, the 
evaluation as proposed under the 
“Terms and Conditions of Con- 
tribution/ Management Arrangement” 
approved by the Treasury Board. 


In accordance with its Program Evalu- 
ation Plan for the period 1992 to 1995, 
EMR is determining the evaluation 
requirements for the megaprojects. 
The- nature of evaluations will depend 
on the usefulness of information for 
decision making for ongoing projects 
and on the need for additional report- 
ing for accountability purposes. 


Improved information is needed 
for Parliament and the public 


14.79 In paragraph 14.14 we said 
that parliamentarians should be able to 
question the Department about results 
achieved from the megaprojects, 
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especially given the magnitude of the 
dollars, benefits and risks involved. 
Public expectations for these projects 
have been raised through extensive 
publicity. 


14.80 We reviewed various ways 
the Department reports to Parliament 
and to the public. These include press 
releases, appearances before parlia- 
mentary committees, the Depart- 
ment’s annual Report, the Public 
Accounts of the Government of 
Canada and Part III of the Main Esti- 
mates. We chose to focus on the 
reporting of the megaprojects in Part 
Il. This way, our audit work was 
consistent with, and contributed to, a 
separate government—wide study on 
Information for Parliament (see 
Chapter 6). 


14.81 Our review of the megapro- 
ject information in the Department’s 
Part III for the past three years indicates 
that the following key information was 
not reported, or was only partly 
reported: 


@ project objectives and benefits; 


full federal financial commit- 
ments; 


Exhibit 14.5 


Benefit Assessment of Megaproject Investments 


Evaluation Questions/ssues 


(1) Job Creation 


How does the total number of jobs actually created as a result of the megaprojects (both direct 
employment and other wider employment effects on the local areas concerned) compare with 
what was originally forecast by the private sector? 


Technology Transfer 
What form was the technology transfer supposed to take through the megaprojects? To what 
extent has it occurred? What have been the benefits? 


Regional Development 

What has been the cost for the federal government per job created through the megaprojects 
compared to the costs of other regional development approaches? What has been the impact 
on industrial diversification in the areas involved? 


Security of Supply 

How cost-effective are the megaprojects in developing additional oil reserves compared to 
other options within Canada to enhance security of supply? What have been the effects on 
Canada’s balance of payments in the oil and gas sector? 


Fiscal Effects 
To what extent have the megaprojects reduced dependence on federal—provincial 
equalization payments and what has been the return to the federal government on its own 


Reporting of non-financial 
aspects of the 
megaprojects is virtually 
non-existent. 
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e project progress and performance 
(actual results versus those 
planned); 


e status of environmental commit- 
ments; and 


e sources of additional information. 


14.82 Although the Department 
acknowledges that this information is 
not all reported in its Part III document, 
it says that it would provide more 
information upon request, particularly 
to parliamentarians. 


14.83 In addition, Part III reporting 
of megaprojects is disjointed. One 
must look to various references, and 
bring together bits and pieces of 
information. A prime example of 
disjointed and incomplete reporting is 
the information provided on the Bi- 
Provincial Upgrader in the 1992-93 
Part III document. The federal funding 
of significant construction cost over- 
runs on this project is not clearly 
identified or explained, and the liabil- 
ities to the government as an equity 
participant are not revealed. 


14.84 We recognize that a balance 
must be reached between too much 
information and too little. We are not 
advocating a massive expansion of 
information on the megaprojects. But 
we do believe that reporting on them 
could be improved. 


14.85 The Department’s responsi- 
bilities for the megaprojects go far 
beyond matters for which information 
is currently reported in public docu- 
ments. This information primarily 
relates to financial aspects. However, 
the megaprojects have significant non— 
financial objectives to consider, 
including economic benefits as well as 
environmental impacts. The reporting 
to Parliament and the public on these 
non-financial aspects is virtually non— 
existent. 


14.86 The Department of Energy, 
Mines and Resources should provide 
better information to Parliament 
and the public on both the financial 
and non-financial results of federal 
spending on the megaprojects. 
Reporting should explain, as a mini- 
mum: 


e what support the Department is 
providing to the megaprojects; 


e what it plans to do in the future; 
and 


e what results the megaprojects 
have achieved, and how much 
they have cost to date and will cost 
to complete. 


Department’s response: Within the 
OCG guidelines for the preparation of 
Part III of the Estimates, EMR’s 
reporting of energy megaprojects will 
be improved in an effort to address the 
points raised by the Auditor General. 


HIBERNIA OFFSHORE DEVELOPMENT PROJECT 
Background 


e After years of negotiation, work on Hibernia began with the signing of 
binding legal agreements between the project sponsors on 
14 September 1990 and passage of the Hibernia Development Project 
Act in November 1990. 


e The Hibernia oilfield, discovered in 1979, is 315 kilometres southeast 
of St. John’s, Newfoundland. It is estimated to contain 525 million 
barrels of oil, recoverable over 18 years with a peak average daily 
production rate of 110,000 barrels. 


e Initial respective equity interests were: Mobil, 28.125 percent; Gulf, 
25.0 percent; Petro-Canada, 25.0 percent; and Chevron, 21.875 
percent. 


e Gulf withdrew from the partnership on 4 February 1992. Work has been 
slowed down until a new partner can be found. 


e Production is now expected to begin in late 1997. 


e Project construction cost prior to start of production is estimated to be 
$5.2 billion. Of this amount, the Government of Canada will: 
contribute 25 percent of construction costs to a maximum of $1.040 
billion; guarantee loans on 40 percent of construction costs to a 
maximum of $1.660 billion; provide interest assistance, if required, to a 
maximum of $300 million and provide temporary financing on 
40 percent of construction costs over $5.215 billion to a maximum of 
$175 million. 
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Exhibit 14.6 


e The production facility is to consist of a massive, reinforced concrete 
base resting on the ocean floor. This type of platform is known as a 
gravity base structure. 


e As of 30 June 1992, $644.5 million had been spent on the project. 
Canada had contributed $160.3 million and had guaranteed loans 
totalling $174.6 million. 


THE BI-PROVINCIAL UPGRADER 
Background 


e The Bi-Provincial Upgrader Project was initiated on 2 September 
1988. 


e The governments of Canada, Alberta and Saskatchewan jointly 
signed an agreement with Husky Oil Limited to finance, build and 
operate a crude oil upgrader near Lloydminster, on the 
Alberta—Saskatchewan border, at an original estimated cost of $1.267 
billion. The latest cost estimate is $1.632 billion. 


e Respective equity interests are: Canada, 31.67 percent; Husky, 26.67 
percent; Alberta, 24.17 percent; and Saskatchewan, 17.5 percent. 


e As a result of negotiations regarding cost overruns, the federal 
commitment has increased from $401 million to $530 million. This 
now exceeds the federal equity interest of 31.67 percent. 


e The Upgrader has been designed to convert heavy oil and bitumen to 
synthetic crude oil for eventual processing into usable petroleum 
products. 


e The expected capacity of the upgrader is 46,000 barrels of synthetic 
crude oil per day. Production is expected to begin by December 1992. 


NEWGRADE UPGRADER PROJECT 


Background 


e On 23 December 1986 an agreement (the Project Agreement) was 
signed by Consumers’ Co-operative Refineries Limited and the 
governments of Saskatchewan and Canada for construction of a 
heavy oil upgrader in Regina, operated by NewGrade Energy Inc. 


e The Project Agreement outlined the terms and conditions under 
which Canada would provide loan guarantees for approximately 
35% of project costs to a limit of $275 million. Project costs of 
approximately $795 million include a capital cost of $700 million 
plus financing costs. 


e The project commenced operations in November 1988 and 
experienced operational start-up problems. 


e The Upgrader has been operating at or beyond its design capacity of 
50,000 barrels per day. 
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Main Points 
INDIAN FOREST MANAGEMENT 


15.1 The Department of Indian Affairs and Northern Development (DIAND) has not fully 
discharged its statutory responsibilities with regard to Indian forest lands. 


15.2 The Timber Regulations established by DIAND to carry out these responsibilities are 
inappropriate and unenforceable. 


15.3 Band consent is needed for entering reserves and for issuing logging permits, but the Crown 
has title over reserve lands. Management of reserve forest thus requires the co-operation of both 
parties. 


15.4 DIAND and band councils lack adequate information to make effective decisions about 
Indian forest lands. 


15:5 Significant sustainable social and economic benefits would be possible if Indian forests 
were better managed. 


THE MANITOBA NORTHERN FLOOD AGREEMENT 


15.6 Under the 1977 Northern Flood Agreement (NFA), the governments of Canada and 
Manitoba and Manitoba Hydro agreed to compensate five Indian bands for the adverse effects of 
hydro-electric development projects undertaken by Manitoba Hydro. 


15.7 According to DIAND, the adverse effects included the flooding of up to 2,134 square 
kilometres of land, including 67 square kilometres of reserve land that is home to 10,000 status 
Indians. 


15.8 The NFA is being implemented by a dispute resolution process rather than by a 
co-ordinated, co-operative effort by all parties. This is detrimental not only to the NFA parties, but 
also to the taxpayers of Canada, who ultimately pay the costs. 


15.9 Certain environmental considerations have not been properly addressed, despite the federal 
government’s knowledge of actual or potential dangers. 


15.10 DIAND and other federal departments have spent over $115 million under the NFA (mostly 
since 1988), but they have not captured the total costs to date and they do not know what these are 
likely to be in the future. Under a 1990 proposal, the federal government would pay the bands an 
additional $78 million, not including ongoing normal funding. 
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INDIAN FOREST 
MANAGEMENT 


Introduction 


15.11 According to Forestry Ca- 
nada (FORCAN), the productive forest 
lands on Canada’s Indian reserves total 
approximately 1.4 million hectares 
(see Exhibit 15.1). Of the 603 bands 
living on reserves, approximately 240 
have forest areas in excess of 1,000 
hectares. 


15.12 Mostreserve forests represent 
a major opportunity for social and 
economic development for Indian 
bands. Forests, no matter how small, 
are often the single most important 
asset of many bands. They are the base 
for many renewable resources, includ- 
ing timber, forage, and wildlife, and are 
crucial to the supply of fresh water and 
clean air. In fact, forests provide more 
than fuel, shelter and food to native 
people. They are an essential ingredi- 
ent in the cultural and spiritual well— 
being of the Indian population. 


15.13 Larger forest holdings, if 
properly managed, could provide em- 
ployment and yield a steady income to 
band members. A number of reserve 
forests are economically accessible to 
industries that use wood. 


15.14 The vast majority of 
on-reserve Indians live in areas remote 
from urban centres. They depend 
heavily on the resource base of the 
reserves and the limited employment 
opportunities in the immediate vicin- 
ity. Significant improvements in the 
social and economic conditions of 
Indians can come about only when 
development of the natural renewable 
resources is sustainable. 


15.15 According to FORCAN, the 
forests of many reserves are seriously 
depleted due to several decades of 
neglect and lack of forest management. 
The main causes are indiscriminate 
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logging, fire, lack of reforestation and 
inadequate site tending. 


15.16 The Indian Act and the Indian 
Timber Regulations establish DIAND’s 
statutory responsibility for Indian timber 
and reserve forests. The extent of this 
responsibility is subject to many inter- 
pretations, from acting as a trustee 
(fiduciary) to simply issuing licences and 
permits to cut timber on reserves. 


15.17 FORCAN helps the Depart- 
ment fulfil its responsibility by provid- 
ing expertise, leadership and funding in 
forest management matters. Approxi- 
mately $17 million was made available 
for 1984 to 1990 under the federal— 
provincial Forest Resource Develop- 
ment Agreements (FRDA). This 
amount has been increased to $30 
million for 1991 to 1995. We have not 
carried out any audit on the activities by 
FORCAN relating to Indian Forests. 


15.18 As a result of its evaluation 
study on Indian Forest Resources in 
1988, DIAND entered into aMemoran- 
dum of Understanding with FORCAN 
to establish co—ordinated working rela- 
tionships and common objectives re- 
specting Indian forestry programs. 
Notwithstanding this arrangement, 
DIAND retains ultimate accountabil- 
ity for its statutory responsibilities. 


Audit Scope 


15.19 In this audit we examined the 
way DIAND interprets and carries out 
its statutory role for the disposal of 
Indian timber. We also looked at its role 
in the management of reserve forests in 
the provinces. We did not include 
forests of the Yukon and Northwest 
Territories. 


Audit Criteria 


15.20 For DIAND to carry out its 
responsibility for managing the dis- 
position of timber efficiently and effec- 
tively, it should have: 


Indian forests could 
provide employment and 
yield a steady income to 


Indian bands. 


Forests of many Indian 
reserves are seriously 
depleted due to decades 
of neglect and lack of 
forest management. 


Exhibit 15.1 
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e aclear statement of the nature and 
the extent of its responsibility (i.e. 
as an agent or as a trustee); 


e a policy and procedures that pro- 
vide for the discharging of its 
responsibility; 


e regulations that are consistent, ap- 
propriate and enforceable; 


e adequate quality and quantity of 
resources; 


e adequate and appropriate data and 
management information for deci- 
sion making and managing; and 


e adequate and appropriate provision 
for periodic reports to Parliament 
and the bands. 


Observations and 
Recommendations 


Lack of Clear Mandate 


15.21 The mandate of the Depart- 
ment for granting permits and licences 
for Indian timber and the management 
of reserve land is stated in the Indian 
Act. 


15.22 The Indian Act clearly states 
that the reserves are held by the Crown 
for the use and benefit of the Indian 
bands. 


15.23 Section 18(1) of the Indian 
Act states: “‘...reserves are held by Her 
Majesty for the use and benefit of 
respective bands .... the Governor in 
Council may determine whether any 
purpose for which lands in areserve are 
used or are to be used is for the use and 
benefit of the band.” 


15.24 “Reserve” is defined by the 
Act as: “a tract of land [including 
forests], the legal title to which is 
vested in Her Majesty, that has been set 
apart by Her Majesty for the use and 
benefit of a band....” 


15.25. Furthermore, section 57 
under the part of the Act entitled 
“Management of Reserves and Surren- 


dered Lands” empowers the Governor 
in Council to make regulations “au- 
thorizing the Minister to grant licences 
to cut timber on surrendered lands or, 
with the consent of the council of the 
band, on reserve lands; and imposing 
terms, conditions and restrictions with 
respect to the exercise of rights con- 
ferred by licences granted.” 


15.26 The mandate for the disposi- 
tion of timber on reserves is clearly 
stated. The precise meaning of other 
aspects of Indian forest management 
has been subject to different interpreta- 
tions for years. The basis of the debate 
is whether the mandate represents a 
legal obligation or comprises discre- 
tionary activity. The Department 
should clarify its responsibilities with 
regard to these aspects of forestry 
management. 


15.27 Without such clarification, it 
becomes almost impossible to deter- 
mine whether resources are being used 
for the purpose required by the statute 
or whether implementation. of the De- 
partment’s responsibility is consistent 
across the country. 


15.28 DIAND, in_ consultation 
with Forestry Canada and abori- 
ginal forestry groups, should develop 
a statement that delineates its re- 
sponsibilities and those of the bands 
in relation to Indian reserve forests 
and outlines an operating plan to 
guide its activities. 


Lack of Management 
Objectives 


15.29 In order to meet its statutory 
obligation in managing the disposition 
of timber, we would expect the Depart- 
ment to have a policy that clearly states 
its objectives, responsibilities and ac- 
countability, as well as strategies for 
accomplishing its objectives. Follow- 
ing the development of such a state- 
ment, DIAND would need to consult 
with First Nations to develop a plan and 
procedures for discharging its re- 
sponsibilities. 

15.30 We found that the Department 
does not have a policy or a plan to 


specify how it would fulfil its obliga- 
tion to ensure that all timber revenues 
due to the bands are collected and 
deposited to their accounts. Numerous 
attempts by DIAND staff in some 
regions to develop a forestry manual 
have never been carried through by the 
Department. 


15.31 For any native forestry pro- 
gram to be socially, economically and 
environmentally successful, it must 
have the bands’ full participation in its 
design and administration. DIAND has 
provided financial resources and 
technical support to the Intertribal 
Forestry Association of British Colum- 
bia and the National Aboriginal For- 
estry Association for their 
development of legislative initiatives. 
A long-term perspective is required for 
managing the harvest of timber on a 
sustainable basis and for determining 
how the activities will be funded. 


15.32 DIAND should, in co—- 
operation with Indian bands and 
FORCAN, develop, communicate 
and implement a clearly stated In- 
dian forest policy that reflects the 
interests of both the Indian commun- 
ities and the federal government. 


Regulations Ultra Vires 


15.33 The Indian Act authorizes 
DIAND to establish regulations that 
enable it to fulfil its responsibility. The 
regulations should be valid (not ultra 
vires), appropriate and enforceable. In 
1982 the Standing Joint Committee of 
the Senate and House of Commons on 
Regulations and other Statutory Instru- 
ments stated that several of the provi- 
sions in the Indian Timber Regulations 
had serious shortcomings. They were, 
and still are, inconsistent with the 
Indian Act and in conflict with the 
Charter of Human Rights. The Depart- 
ment acknowledges these shortcom- 
ings but has not put recommended 
changes into effect. 


15.34 DIAND has directed its re- 
gional offices not to use the sections of 
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the regulations that are deemed to be 
ultra vires. The Department informed 
us that only non-controversial amend- 
ments to the sections will be included in 
an omnibus regulatory change bill in 
the fall of 1992. 


Regulations Outdated 


15.35 The Indian Timber Regula- 
tions were enacted in 1954. Atthat time 
forestry was considered to be synony- 
mous with logging. Reforestation was 
left to nature. The regulations are silent 
on virtually all of the modern forestry 
practices that would ensure harvesting 
of Indian timber on a sustained—yield 
basis. They are also inadequate for the 
proper management of resources that 
are significantly affected by forestry 
operations, such as water and wildlife. 
Furthermore, preservation of the natu- 
ral habitat is a vitally important factor 
in the agricultural, cultural and spiri- 
tual practices of Indian bands. 


Inhibition of Joint Ventures 


15.36 Many of the smaller reserve 
forests are not economically viable 
management units. Bands with a small 
forest base need to expand beyond the 
boundaries of their reserve forests and 
manage blocks of provincial Crown 
lands as well. The Indian Timber 


_ Regulations inhibit such joint ventures 


because of the contrast in regulatory 
regimes on and off the reserves. In one 
situation, a band was able to take 
advantage of an opportunity offered by 
a province to obtain a “tree farm 
licence” only through an Order-in- 
Council delegating reserve forest man- 
agement rights and responsibilities 
from DIAND to the province. This 
delegation was subsequently chal- 
lenged by the Standing Joint Commit- 
tee of the Senate and House of 
Commons on Regulations and Other 
Statutory Instruments. 


Inconsistent Implementation 
of Regulations 


15.37 Implementation and enforce- 
ment of the Indian Timber Regulations 


The Indian Timber 


Regulations are outdated 


and inadequate for the 
proper management of 
Indian forests. 
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vary widely across the country. In some 
provinces they are not applied at all; in 
others they are applied with varying 
degrees of effectiveness. In one prov- 
ince, the regional DIAND staff de- 
signed detailed permits for logging 
companies to overcome the shortcom- 
ings of the regulations. These permits 
stipulate the standards for logging and 
the requirement to comply with the 
provisions and regulations of the pro- 
vincial Forest Act dealing with timber 
scaling and marking. These permits 
also include environmental protection 
provisions. 


15.38 DIAND should consult with 
the Indian communities and institu- 
tions when revising the Indian 
Timber Regulations to ensure that 
they are appropriate for modern 
multi-use forest management prac- 
tices and reflect the interests of all 
parties. 


Lack of Appropriate 
Resources 


15.39 DIAND needs to ensure that 
the required expertise is available to 
Carry out its statutory responsibilities 
for the disposal of Indian timber. We 
believe that there is a shortage of 
departmental staff with either pro- 
fessional or technical training in for- 
estry. There is one staff member for the 
entire Maritime area, one in each of 
Quebec, Ontario, Alberta, Manitoba 
and Saskatchewan, and two in British 
Columbia. Many of these staff 
members have other duties and little 
time for preparing and issuing permits 
or licences. 


15.40 DIAND needs to determine 
what resources are needed and what 
can be made available, either from 
internal sources or through other feder- 
al departments or Indian institutions, to 
adequately discharge its responsibil- 
ities for Indian forests. Based on data 
collected by FORCAN in 1988, total 
expenditure per hectare of productive 
forests on Indian land is about half the 


average for Canada. This is a large 
discrepancy in investment. 


15.41 There is virtually no enforce- 
ment, inspection or ensuring of com- 
pliance to terms and conditions in 
permits or licences. Furthermore, 
penalties prescribed by the Act for 
contravention of regulations are too 
light to act as a deterrent. Many bands 
simply ignore the Act and log timber 
for sale as they see fit. In some 
instances, individuals from outside the 
bands have illegally harvested timber 
on Indian lands. There is no existing 
process that allows a band council to 
effectively deal with this situation. 
Bands must request that the Minister 
prosecute for illegal removal of timber. 
The result has been a steady depletion 
of forest on most reserves and an 
ensuing loss of revenue. 


15.42 Furthermore, DIAND often 
has no record of timber cuts, either 
because it is unaware of the operations 
or because its staff have insufficient 
time or resources to effectively monitor 
them. The Department, therefore, 
cannot ensure that reasonable stan- 
dards of forestry practice are applied or 
that good value is received for timber 
that is cut. 


15.43 There have been cases where 
valuable cedar was logged and the 
contractor did not pay any stumpage, 
even though a permit was approved and 
issued by the Department. Perform- 
ance bonds or holdbacks were not 
requested, as would be the case in good 
business practice. In another instance, 
a permit was issued by DIAND for the 
harvest of 56 hectares of high-value 
spruce. The contractor went bankrupt, 
the wood was burned, and the band lost 
the $750,000 revenue from its forest. 


15.44. DIAND should ensure that 
adequate expertise, in terms of qual- 
ity and quantity, is available to en- 
able it to discharge its statutory 
responsibilities for Indian forests. 


Lack of Information 


15.45 Section 57(a) of the Indian 
Act requires the Minister of DIAND to 


seek the consent of the band council 
when granting licences to cut and 
dispose of timber on reserve land. The 
Minister first has to judge whether or 
not a proposed licence benefits the 
band as a whole. Without proper 
information, DIAND is unable to real- 
istically assess the opportunities and 
problems of Indian forests. The band 
council also needs appropriate and 
adequate information to ascertain 
whether or not a licence is in its best 
interests. At a minimum there should 
be an inventory of the forest and a forest 
management plan with adequate re- 
sources for implementation. In dis- 
charging its responsibility, DIAND has 
to ensure that the timber is sold at 
competitive prices and that the cutting 
complies with the band’s forest man- 
agement plan (if it has one). 


15.46 Inour1986annual Report, we 
recommended, and DIAND agreed, 
that the Department compile and main- 
tain a complete, accurate and up—to— 
date inventory of Indian forests. 
Subsequently, in 1987, DIAND made a 
commitment to the Public Accounts 
Committee to have such an inventory 
completed by 1991 for all bands with 
commercial forestry potential. 


15.47 Most of the current inven- 
tories and comprehensive forest man- 
agement plans are carried out with the 
assistance of FORCAN and are funded 
through Forestry Resources Develop- 
ment Agreements (FRDA). FORCAN 
reports that less than 50 percent of the 
Indian productive forest land has been 
adequately inventoried. Exhibit 15.2 
provides details of inventoried areas by 
province. 


15.48 According to DIAND, the 
principal reason for not completing the 
forest inventories is that many bands 
have not initiated a request for an 
inventory, in part because the inventory 
program has not been actively pro- 
moted. 


15.49 DIAND, with the assistance 
of FORCAN and the co-operation of 
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the Indian communities, should com- 
plete the forest inventories on Indian 
reserve lands as quickly as possible. 


Periodic Reporting 
Lack of Adequate Reporting 


15.50 In order to fulfil its account- 
ability requirements regarding Indian 
forests, DIAND should obtain pertin- 
ent information from the bands and 
report periodically to Parliament on the 
performance of all parties concerned. 
In addition to the basic information 
normally contained in a performance 
report, it would be useful to indicate 
where to obtain additional informa- 
tion, such as an inventory of Indian 
forest under its management, the status 
of the development of Indian forest 
management plans, and descriptions of 
programs or assistance being offered 
by federal and provincial government 
departments. Well—performing band 
forestry management activities could 
be included to serve as role models for 
other bands who are considering in- 
vesting in forestry development. 


15.51 We found that the Department 
did not regularly report to Parliament 
on the situation regarding Indian 
timber and forests. 


15.52 FORCAN, which publishes a 
biennial report entitled “Timber 
Harvest on Federal Lands” that con- 
tains data on timber harvested, stum- 
page revenue, economic impacts and 
forest management, also has difficulty 
collecting accurate data from DIAND 
or the bands. This is due to the absence 
of systematic recording and collecting 
of data for evaluation and planning 


purposes. 


15.53 DIAND should consult with 
the Indian communities to develop a 
mechanism for reporting on its statu- 
tory responsibility and other aspects 
of the management of reserve forests 
and should report regularly to Par- 
liament on the performance of all 
parties concerned. 


Less than 50 percent of 
productive Indian forest 
land has been adequately 


inventoried. 


Exhibit 15.2 


Area of Indian Forest Lands That 
Have Been Adequately Inventoried 
(in thousands of hectares) 


: Newfoundland 
Prince Edward Island 


Nova Scotia 
New Brunswick 


: Quebec 


Ontario 


: Manitoba 
= Saskatchewan 


Alberta 


_ British Columbia 


Total 
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Benefits from investment 
in long-term forest 
management could 
reduce future federal 
spending on social 
assistance for Indians. 
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Conclusion 


15.54 Based on the results of our 
examination, we concluded that 
DIAND is not discharging its statutory 
responsibility for Indian forest man- 
agement with professional and due 
care. 


15.55 In view of the uncertainty 
surrounding this issue and an increas- 
ing tendency for the federal govern- 
ment to be called to account for its 
stewardship of Indian interests, the 
Department needs to review with the 
various bands the manner in which 
forest management is carried out. 
Failure to discharge its responsibilities 
in this regard could lead to legal action 
against the Department. 


Other Benefits 


15.56 Successful management of 
reserve forests would yield social and 
economic benefits both to the bands 
and to Canada. Benefits from invest- 
ment in long-term forest management 
could reduce future federal spending 
on other economic development, 
health and social assistance programs 
for the bands. 


15.57 Forestry Canada estimates 
that each thousand cubic metres of 
timber harvested creates 1.94 jobs in 
the forest sector and 3.42 jobs in other 
sectors, providing an economic benefit 
to society of around $166,000. 


15.58 According to FORCAN esti- 
mates, the current reported harvest 
levels on reserve forests represent only 
25 percent of the annual potential 
allowable cut. Indian forests are also 
growing less wood fibre than they are 
capable of. Therefore, it appears that 
existing harvest levels could be in- 
creased significantly with improved 
forest management. In the long term, 
this could potentially raise the annual 
harvest to nearly 5 million cubic 
metres, which would generate log ship- 
ments with an estimated value of 


$200 million annually and prospective 
direct employment for almost 10,000 
people. 


Example of Good 
Investment in Forestry 
Management 


15.59 A few bands are already bene- 
fiting from comprehensive forest man- 
agement. We selected one for reporting 
that had readily available data on the 
resultant social and economic benefits. 


15.60 In 1981, because of a legal 
restriction under the Indian Act, the 
Stuart Trembleur Lake Band had to 
obtain a federal Order—in—Council and 
incorporate Tanizul Timber Ltd. to 
acquire a tree farm licence from the 
British Columbia provincial govern- 
ment so it could manage forest lands 
both within and outside its reserve. The 
licence was awarded for a period of 
25 years with provision for replace- 
ment. 


15.61 The licence covers approxi- 
mately 47,500 hectares of provincial 
Crown forest and 2,200 hectares of 
reserve forest. It allows an annual cutof 
approximately 132,300 cubic metres. 
The forestry operations generate be- 
tween $4 and $6 million annually, 
depending on the volume cut and 
market conditions. Stumpage, which 
averages $10 per cubic metre, gener- 
ates revenues of approximately $1 mil- 
lion annually for the provincial 
government. 


15.62 At the time it obtained the 
licence, the band had no experience in 
either business or resource manage- 
ment; nor did it have equity funding to 
operate the tree farm. But, with 
training in various professions and 
strong, capable leadership, it has over- 
come these deficiencies. Within a few 
years, the band has: 


e created a stable employment base 
close to home for its members; 


e provided band members with 
practical job training that could 


lead to long-term employment on 
or off the reserve; 


e increased employment and income 
levels for the band as a whole; 


e reduced dependency on federal 
government support; and 


e contributed to immediate and fu- 
ture social and economic benefits 
for the band and the public in 
general. 


15.63 Tanizul Timber has created 
employment for five full-time office 
staff and three full-time forest supervi- 
sors and managers. During the logging 
season, up to 25 people are hired for 
falling, bucking and operating machin- 
ery in the woods. The company also 
hires four silviculture contractors, who 
employ up to 50 people to work in 
various aspects of silviculture. A 
sawmill under construction will create 
direct employment for 20 to 25 people. 


15.64 Thesuccess ofaband depends 
on the extent of community involve- 
ment. Bands must be prepared to 
initiate, develop, implement and ad- 
minister their own forest management 
programs. DIAND can expedite the 
process by supporting native institu- 
tions that in turn can assist in the 
training of native foresters, bringing 
opportunities to the attention of bands, 
and citing success stories to demon- 
strate the potential benefits. In order to 
carry out a cost-benefit analysis of 
investments in forestry development, 
baseline social and economic data are 
required. The bands or institutions 
should be encouraged to collect such 
data so that an evaluation can be carried 
out. 


15.65 DIAND should provide en- 
couragement and support for Indian 
communities to follow the lead of 
bands that have undertaken system- 
atic, sustainable development of re- 
serve forests for their social and 
economic benefit. 


Department’s response: The Depart- 
ment’s legal obligations are limited by 
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the Indian Act to the regulation of 
cutting and removal of reserve timber, 
and compliance with the terms and 
conditions of any surrender or desig- 
nation of timber resources. 


In addition to its statutory mandate, 
the Department plays a development 
role with regard to Indian forests. This 
includes the promotion of environ- 
mental stewardship and sustainable 
development and the improvement in 
the quality of life for native people in 
Canada. In fulfilling this role, the 
Department believes it is essential to 
further develop the ability and capa- 
city of Indian peoples to manager their 
forests. To this end, the Department 
has been working closely with Indian 
groups and Forestry Canada to devel- 
op Indian forestry institutions, to assist 
Indian communities in planning their 
forestry management programs, to 
promote forest management and stew- 
ardship and, particularly, to encour- 
age Indian communities to harvest 
timber in accordance with responsible 
and effective forest management prac- 
tices. 


This close co-operation between the 
Department of Indian Affairs and 
Northern Development, Forestry Ca- 
nada, and Indian groups is reflected in 
a policy statement, “Sustainable 
Forests: A Canadian Commitment”, 
which was endorsed by the Canadian 
Council of Forest Ministers and In- 
dian forestry leaders on 4 March, 
1992. The statement includes an 
action plan on Indian forests. 


Since 1990, the Department has been 
working with Indian forestry leaders 
on the development of a comprehen- 
sive forestry strategy. Part of the 
strategy includes developing legisla- 
tion and policies on managing and 
regenerating Indian forest lands. 
Department officials are working with 
representatives of the National Abo- 
riginal Forestry Association (NAFA) 
on a legislative alternative to the 
forestry—related sections of the Indian 
Act. Part of this initiative will include 
technical amendments to the Indian 


DIAND and native 
institutions should work 
together to assist bands 
in developing successful 
forest management 
programs. 
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Timber Regulations. As well, the 
Department and Forestry Canada 
have supported the National Aborig- 
inal Forestry Association in develop- 
ing guidelines and standards to be 
used by Indian communities to manage 
their forest lands. 


The Department will implement the 
recommendations of the Auditor Gen- 
eral, insofar as they conform to the 
Department's statutory mandate. The 
Department will develop, in consulta- 
tion with Indian forestry leaders and 
Forestry Canada, a policy and operat- 
ing plan to outline the Department's 


responsibilities and guide its acti- 
vities. The Department will also 
continue to work with Indian forestry 
leaders to improve the regulatory 
environment for Indian forestry. It will 
put in place appropriate resources to 
fulfill its statutory responsibilities. 
Finally, it will report to Parliament on 
its statutory mandate. 


Regarding those aspects of forest man- 
agement beyond its statutory mandate, 
the department will work with Indian 
forestry leaders and Forestry Canada 
to better define and implement its role. 


THE MANITOBA 
NORTHERN FLOOD 
AGREEMENT (NFA) 


Introduction 


The NFA: Its Purpose and 
Parties 


15.66 The Northern Flood Agree- 
ment provides a framework for com- 
pensating five Indian communities for 
the adverse effects from various hydro— 
electric development projects under- 
taken, or to be undertaken, by the 
Manitoba Hydro—Electric Board 
(Manitoba Hydro). The Agreement 
states that, when it was made, there was 
uncertainty as to the effects of the 
Hydro projects and that it was not 
possible to foresee all the adverse 
results. 


15.67 The Hydro projects, which 
include the construction of up to 
14 power stations and other assorted 
water control structures, have signifi- 
cantly affected the water levels and/or 
flows of the Nelson and Churchill 
rivers and Lake Winnipeg. Four sta- 
tions had been completed by 
mid—1988. Hydro estimates that the 
remaining 10 stations will not be com- 
pleted until 2050. 


15.68 The NFA was signed in De- 
cember 1977 by: 


e the Government of Manitoba (De- 
partment of Northern Affairs); 


e Manitoba Hydro; 


e the Northern Flood Committee Inc. 
(NFC), an Indian corporation 
representing the five affected bands 
— Nelson House, Norway House, 
Cross Lake, Split Lake and York 
Factory; and 


e the Department of Indian Affairs 
and Northern Development 
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(DIAND), on behalf of the Govern- 
ment of Canada. 


15.69 The Northern Flood Capital 
Reconstruction Authority (NFCRA), 
an Indian corporation, was incorpo- 
rated to manage construction of water 
and sewer systems as contracted with 
Canada through a 1988 agreement 
related to the NFA. 


15.70 As well, other federal depart- 
ments, including Environment, Fish- 
eries and Oceans, and Health and 
Welfare have been involved in various 
NFA-telated activities. 


15.71 The Agreement does not 
specify an implementation schedule. 


Financial Data 


15.72 According to DIAND, costs 
or financial commitments incurred by 
the federal government under the NFA 
totalled over $115 million as at 
31 March 1990. Costs incurred by 
Manitoba and Manitoba Hydro totalled 
$65 million. In 1990, these three 
parties offered to settle their current 
obligations by paying additional 
amounts of up to $243 million, includ- 
ing an additional federal government 
share of $78 million, not including 
ongoing normal funding. We observe 
on federal government costs and the 


The Hydro projects have 
resulted in major water 
diversions that have 
significantly affected five 
Indian communities. 


Manitoba Hydro has diverted more than 90 percent of the Churchill River to raise the level 
of the Nelson River so that it could produce more hydro-electric power (see paragraph 
15.73). 
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The Northern Flood 


Committee has indicated 
that the projects have 
resulted in the erosion of 
the traditional economic 
base and way of life in the 
affected communities. 


Exhibit 15.3 


Lake Winnipeg Churchill-Nelson 
River Hydroelectric Project Area 


at2 


PROJECT AREA 


offer to settle in paragraphs 15.141 to 
15.143. 


Scope and Physical Impact of 
the Hydro Projects 


15.73 The Churchill and Nelson 
rivers, major waterways in northern 
Manitoba, flowed approximately par- 
allel to each other and emptied into 
Hudson Bay. By 1977, Manitoba 
Hydro had diverted up to 90 percent of 
the Churchill River into the Nelson 
River so that generating stations along 
the Nelson could produce more hydro— 
electric power. The level of the Nelson 
was further raised by regulating the 
outflow from Lake Winnipeg. 


15.74 DIAND acknowledges that 
the following adverse effects, among 
others, have occurred: 


e flooding of up to 2,134 square 
kilometres of land, affecting 
67 square kilometres of the Indian 
reserve lands of five communities, 
home to 10,000 status Cree Indians 
(see Exhibit 15.3); 


e damage to recreational and com- 
mercial areas; 


e decrease in the quantity and quality 
of fish, including an increase in 
mercury toxins; 


e contamination of drinking water; 


e increased scarcity of wildlife for 
hunting and trapping; 


e hazards in water travel because of 
low water levels; and 


e increased danger in winter travel 
because of unexpected melting pat- 
terns of ice caused by abnormal 
water levels. 


Canada’s Obligations 


15.75 The NFA relates to DIAND’s 
mandate under the Indian Act. Section 
35 of the Act permits a provincial body 
to take or use Indian reserve lands, with 
the consent of, and subject to, any terms 


prescribed by the Governor in Council. 
Section 35 also states that any amount 
that is awarded or paid in respect of 
such land shall be for the use and benefit 
of the Indian peoples. 


15.76 The NFA assigns most re- 
sponsibilities for its implementation to 
Canada, Manitoba and Manitoba 
Hydro. Some of these responsibilities 
are joint, while others are specific to a 
designated party, depending on the 
nature and cause of the obligation. 


15.77. The NFA states that Indian 
people who are adversely affected by 
Hydro projects shall be treated fairly. 
In the Agreement, Canada and 
Manitoba acknowledge the need to set 
forth principles on which compensa- 
tion will be based. 


15.78 The NFA states that Canada, 
by virtue of its responsibility for In- 
dians and the land reserved for them, is 
“committed to playing an active role in 
providing opportunity for the con- 
tinued viability of the [affected] 
communities...in making available re- 
sources and expertise to the commu- 
nities in planning and improving [their] 
social and economic conditions....” 


15.79 However, Canada is not 
alone. Article 2.1 of the NFA states, 
“Canada and Manitoba shall take 
such steps as are necessary to give 
effect to all of the provisions of this 
Agreement.” Examples of significant 
obligations include: 


e Canada will establish, as Indian 
reserve land, an area of not less than 
four acres (1.6 hectares) of land for 
each acre of affected land. The 
additional land will be selected by 
the bands, with the agreement of the 
parties, from certain areas in 
Manitoba. 


e Canada will provide a continuous 
supply of safe drinking water to the 
affected communities. Manitoba 
Hydro will reimburse Canada 
50 percent of its reasonable costs 
incurred to provide water, provid- 
ing these costs are attributable to 


the adverse effects of the Hydro 
projects. 


e Canada and Manitoba will co— 
operate to provide the resources 
required to enable each of the five 
affected communities to formulate 
a comprehensive community de- 
velopment plan. The plan shall 
serve as, among other things, a joint 
action program, subject to the en- 
dorsement of all NFA parties, for 
the eradication of mass poverty and 
unemployment and the improve- 
ment of physical, social and 
economic conditions and trans- 
portation. 


e Canada, Manitoba and Manitoba 
Hydro will implement the recom- 
mendations of the 1975 Study 
Board concerning the impacts of 
the Hydro projects. In addition, 
they will report annually to each 
applicable band council on the 
status of the recommendations and 
will continue to monitor the im- 
pacts of the projects. 


e The onus is on Manitoba Hydro to 
establish that its projects did not 
cause adverse effects where any 
claims are made in connection with 
the projects. 


e All four parties to the NFA will 
appoint a single arbitrator to settle 
claims and other matters that may 
arise, relating to the NFA. 


15.80 The NFA’s duration is for the 
lifetime of the Lake Winnipeg Regula- 
tion and Churchill River Diversion 
projects, including any substantially 
similar redevelopment of these pro- 
jects. No termination or target comple- 
tion date is specified, apparently due to 
the ongoing nature of the hydro pro- 
jects. 
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Audit Objective and 
Scope 


15.81 Our objective was to assess 
the NFA and its implementation in 
terms of Canada’s compliance with the 
Agreement and good management 
practices. We took into account 
DIAND’s legislated responsibilities 
for the Indian peoples and the effects of 
the NFA on the applicable bands and on 
the taxpayers of Canada. 


15.82 No conclusions are implied 
on matters not discussed in this chapter. 
Although there are necessary refer- 
ences to the other parties, our observa- 
tions are directed to the federal 
government participants in the NFA, 
particularly DIAND. 


Observations 


Ambiguous Terms and 
Conditions 


15.83 Because of the importance of 
the NFA, we expected that its terms and 
conditions, and the responsibilities it 
assigns, would be clear. We believe 
that clarity is essential for appropriate- 
ly implementing the Agreement and 
obtaining accountability for results. 


15.84 According to DIAND, Ca- 
nada’s NFA obligations can be categor- 
ized as those that are specific to Canada 
and those that are shared with others. 


15.85 We found that several years 
after the NFA had been signed, DIAND 
had requested an extensive legal analy- 
sis of its obligations. The NFA is about 
100 pages long. In 1983, government 
lawyers issued a 72—page report on the 
possible interpretations of the agree- 
ment. In 1987, a legal consultant under 
contract with DIAND issued a 
200—page analysis of the NFA. This 
analysis attempted to clarify the nature 
and scope of obligations under the 
agreement. It noted that the various 
parties to the NFA had interpreted it 
very differently. 


The nature and scope of 
NFA obligations have not 
been interpreted 
consistently by the 
parties. 
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Parties to the NFA have 
taken an adversarial 
approach in implementing 
the Agreement. 
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15.86 Because the NFA includes 
provision for paying compensation, 
certain financial information is needed 
to establish the extent of the parties’ 
obligations. We therefore expected the 
NFA to include criteria and methods for 
calculating cost estimates for all sig- 
nificant obligations; deadlines for per- 
formance and payment; and clear 
identification of financial obligations 
by the respective parties. 


15.87 The NFA contains appropri- 
ate information for only some of the 
many obligations specified. For 
example, with regard to Canada’s 
major obligation to provide a continu- 
ous supply of drinking water, with 
50 percent funding by Manitoba 
Hydro, the Agreement does not dis- 
close the costs to be shared, deadlines 
for drinking water projects and fund- 
ing, or even the nature of the water 
supply (such as trucked or piped). 


15.88 | Hydro’s share of water supply 
costs is based on the portion of such 
costs that are attributable to the adverse 
effects of the Hydro projects. However, 
“adverse effect” has not been defined 
and no method to determine attribution 
has been specified. 


15.89 At the time of our audit, 
Canada had paid about $88 million fora 
drinking water supply system and re- 
lated requirements. This was done 
through a separate 1988 contribution 
agreement pursuant to the NFA, and 
represents Canada’s major expendi- 
tures to date. Hydro is not a party to this 
agreement and has paid nothing, des- 
pite its NFA obligation to reimburse 
Canada 50 percent of the applicable 
costs. Paragraphs 15.131 to 15.137 
discuss disputed water issues involving 
the obligations of Canada and Hydro. 


15.90 Further, because the NFA 
does not specify a termination date (see 
paragraph 15.80), the extent of certain 
obligations specified in the NFA could 
continue indefinitely. 


NFA Implementation Failures 
Implementation by arbitration 


15.91 Implementation of the NFA 
has been a lengthy and frustrating 
challenge for DIAND and probably for 
the other participants as well. 


15.92 Very little action was taken 
during the first several years after the 
NFA was signed. The co-operative 
approach required in the NFA was 
replaced with an adversarial approach, 
as evidenced by the extensive use of the 
NFA arbitration provisions. All parties 
became claimants or respondents or 
both, either jointly or separately. 


15.93 As of November 1991, the 
parties had filed over 150 claims with 
the arbitrator. These included 
35 claims filed by the bands against 
Canada between 1980 and 1991, most- 
ly as a joint respondent with Manitoba 
and Manitoba Hydro. 


15.94 The issues include allegations 
of non-compliance with the NFA, 
damages relating to mercury conta- 
mination, lack of environmental moni- 
toring and reporting, inadequate 
drinking water, and failure to take 
remedial measures as agreed. 


15.95 In addition, Canada filed five 
claims against Manitoba or Manitoba 
Hydro in 1984. These included a major 
claim to recover its 50 percent share of 
costs incurred for the drinking water 
supply system. Canada estimated that 
its total capital and operating costs for 
this water system exceed $160 million. 
At the time of our audit, this claim was 
unresolved. 


15.96 Of the 40 claims involving 
Canada as respondent or claimant, 
eight were resolved, and 32 were under 
review by the arbitrator or under further 
negotiation by the parties as of No- 
vember 1991. All but one of these 
unresolved claims were filed between 
1980 and 1984. 


15.97 Wearenotcommenting on the 
merits or outcome of any claim. 


However, we are concerned that the 
NFA is being implemented by a dispute 
resolution process rather than by a 
co-ordinated, co-operative effort by 
all parties. In our view, this is detrimen- 
tal not only to the NFA parties, but also 
to the taxpayers of Canada, who ulti- 
mately pay the costs. 


15.98 Weattribute many of the diffi- 
culties to the lack of an implementation 
plan acceptable to all parties. In our 
view, such a plan should have been 
negotiated before the NFA was signed. 
It should have addressed such matters 
as: 


e strategies, priorities and a time- 
table for implementation; 


e sources of funding for the various 
obligations; 


© an appropriate monitoring mech- 
anism for all parties; and 


e criteria and methods for evaluating 
the adequacy of implementation. 


15.99 We noted that, in 1982, 
DIAND expressed concern about the 
lack of NFA implementation. 


15.100 Moreover, in January 1987, 
DIAND appeared before the Standing 
Committee on Public Accounts, re- 
garding our 1986 report on a com- 
prehensive land claim settlement. At 
that time, DIAND testified that 
10 years is “an awfully long time” to 
determine obligations and implement 
an agreement. 


15.101 In response to a Committee 
member’s question about potential 
government liabilities in similar agree- 
ments, DIAND identified the NFA. 
Yet, 15 years after signing the NFA, 
Canada’s obligations have not been 
fully determined. (See paragraph 
15.143) 


Monitoring deficiencies 


15.102 Because of the number of 
parties to this Agreement and their joint 
responsibilities, we expected to find a 
monitoring group with representation 
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from each party to facilitate imple- 
mentation and encourage compliance 
to the NFA. 


15.103 Since DIAND has general 
fiduciary responsibility in matters re- 
lating to the Indian people, we thought 
that it ought to have exercised a lead 
role in monitoring. This would also be 
consistent with the general undertak- 
ing of DIAND in the Agreement. 


15.104 We found that an interdepart- 
mental committee was established to 
discuss matters of interest to the vari- 
ous federal departments that may be 
affected by the NFA. However, no 
monitoring group was established, and 
DIAND did not routinely monitor the 
other parties, or even itself; there were 
no periodic, summary reports in 
DIAND on the results of NFA imple- 
mentation. 


15.105 In our opinion, the lack of a 
co-ordinated monitoring function has 
increased the tendency towards ar- 
bitration and has resulted in additional 
delays, frustration and costs. 


Environmental Issues 


Adverse effects and mercury 
concerns 


15.106 The parties acknowledge in 
the NFA that adverse effects have 


Parties to the NFA acknowledge that adverse effects have occurred, and may continue to 
occur, on the lands, pursuits, activities and lifestyles of the 10,000 residents of five Indian 
reserves in Manitoba (see paragraph 15.106). 


DIAND has not 
adequately monitored 
NFA implementation. 


a 
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Unresolved 
environmental issues 
have been left to linger in 
the claims arbitration 
process. 
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occurred, and may continue to occur, 
on the lands, pursuits, activities and 
lifestyles of the residents of the re- 
serves. The onus is on Manitoba Hydro 
to establish that, when an adverse effect 
is identified, its projects did not cause 
or contribute to that effect. 


15.107 The federal departments of 
Environment, Fisheries and Oceans, 
and Health and Welfare, the Govern- 
ment of Manitoba, Manitoba Hydro 
and the bands have participated in 
various studies over the years to deter- 
mine or monitor adverse effects. One 
example of a serious adverse effect is 
mercury contamination in fish. 


15.108 In March 1987, a joint Ca- 
nada—Manitoba study report on mer- 
cury in the NFA area disclosed that the 
occurrence of mercury in some women 
of child-bearing age exceeded the 
normal range. It further noted that, 
although mercury levels in the water 
were normal, mercury levels in fish 
along the diversion route were ele- 
vated. The report attributed this in- 
crease to the effect of Hydro flooding 
on certain organic material that affects 
how fish accumulate mercury. The 
study team estimated that it will take 
decades for mercury in predatory fish 
to return to historical levels. 


15.109 This actual or potential 
danger has been studied extensively for 
many years and was the subject of a 
claim against Canada, Manitoba and 
Hydro in 1981. The bands conditional- 
ly settled the claim for various periods 
of time ending in December 1994. 


Environmental management 
approach 


15.110 We did not perform an envi- 
ronmental audit; nor did we attempt to 
second-guess the numerous studies 
and reports on environmental issues. 
Instead, we reviewed how DIAND, as 
Canada’s signatory to the NFA, man- 
ages environmental matters. 


15.111 We expected to find a co— 
ordinated approach among the NFA 


parties, under DIAND’s leadership, to 
identify, evaluate and resolve environ- 
mental issues relating to the NFA. We 
also expected that DIAND would have 
an appropriate plan for implementing 
its own NFA environmental responsi- 
bilities. Without these mechanisms, 
we believe management effectiveness 
is reduced and the possibility of non— 
compliance with the NFA is increased. 


15.112 Our review disclosed that 
various environmental monitoring 
programs and boards or committees 
representing the parties were estab- 
lished periodically to analyze issues, 
perform studies, provide advice and 
monitor effects of the Hydro projects. 
However, none of these bodies had the 
authority to assign responsibilities 
among the parties and enforce neces- 
sary action. Eventually, they dis- 
banded and unresolved environmental 
issues were left to linger in the claims 
arbitration process. 


15.113 We also found that DIAND 
did not have a plan for the required 
environmental monitoring. Further- 
more, DIAND had not complied with 
the NFA requirement to report to the 
bands annually on the implementation 
status of recommendations made by the 
Lake Winnipeg, Churchill and Nelson 
Rivers Study Board in 1975. Over 
40 percent of the 47 recommendations 
concerning the effects of the Hydro 
projects were assigned to Canada and 
other parties for joint implementation. 


15.114 These recommendations in- 
cluded the monitoring of ongoing so- 
cial, economic and ecological impacts 
related to hydro-electric development. 
The most recent report filed by Canada 
covers 11 years ended December 1987. 
We could find no documented reasons 
to justify a reporting gap for the four 
years ended in 1991. 


15.115 We believe the continuing 
effects from the Hydro projects require 
Canada to continue its reporting. We 
noted that a claim filed by the bands in 
1981 against Canada and the other 
parties in connection with the recom- 
mendations of the Lake Winnipeg, 


Churchill and Nelson Rivers Study 
Board was still unresolved as of No- 
vember 1991. 


Attribution of impacts to Hydro 
projects 


15.116 The NFA provides for relief 
from adverse effects of the Hydro 
projects. In order to attribute an 
ecological or other effect to these 
projects it is desirable to have appropri- 
ate information of a “before and after” 
nature. This would allow the compari- 
son of “baseline” or pre—project devel- 
opment data with data gathered during 
and subsequent to the construction or 
development process. 


15.117 Other methods of determin- 
ing changes in the impact area could 
include post—project comparisons with 
locations that have similar characteris- 
tics but are not developed. 


15.118 Opinions on the availability 
and use of baseline data for purposes of 
the NFA were inconclusive. Some 
suggested that since Hydro flooding 
commenced in the 1970s, baseline data 
may not have been collected in a 
satisfactory way. Others believed that 
meaningful baseline data did not exist 
at all or that it was incomplete or that it 
was not analyzed properly. In any 
event, we found no evidence that a 
comprehensive environmental impact 
assessment had ever been performed. 
We believe that such an assessment is 
essential for NFA implementation be- 
cause the purpose of the Agreement is 
to compensate for adverse environ- 
mental impacts. 


15.119 We noted that as recently as 
August 1989, almost 12 years after the 
Agreement was signed, an Environ- 
mental Steering Committee represent- 
ing all NFA parties expressed concern 
over the absence of impact statements. 
The Committee reported that state- 
ments of adverse effects were urgently 
needed for each NFA community. 
During our audit we found no docu- 
mented impact statements. DIAND 


bho AE TR RMR OR IP RE AN I 8 ROTI 
Department of Indian Affairs and Northern Development 


told us that this recommendation of the 
Committee had not been implemented. 


15.120 This means that even if ad- 
equate baseline data existed and were 
properly analyzed, there would be 
insufficient current information for 
comparison. Thus, it would be difficult 
for Hydro to demonstrate, as required 
by the NFA, that its projects did not 
have an adverse effect. It would also be 
difficult for Canada to determine what 
remedial action or compensation was 
necessary. (See paragraph 15.79.) 


15.121 We are concerned _ that 
DIAND proceeded to implement the 
agreement and financed construction 
of a major water delivery system, even 
though it lacked significant informa- 
tion needed to determine its obliga- 
tions. 


The Water System Project 


15.122 In May 1988, DIAND, the 
Northern Flood Capital Reconstruc- 
tion Authority (NFCRA), the Northern 
Flood Committee Inc. (NFC) and the 
five NFA bands entered into an 
$88.5 million agreement to implement 
Canada’s NFA obligation to provide a 
continuous supply of drinking water to 
the bands. As we noted earlier, the NFA 
does not specify the cost or type of 
system required to fulfil Canada’s 
obligation. 


15.123 Under the May 1988 agree- 
ment, the NFCRA was responsible for 
managing the construction of a major 
water delivery system for the bands. 
The objective was to provide fully 
operational water and sanitation sys- 
tems, comprising a combination of 
piped and trucked water services to 
90 percent of the housing units on the 
five reserves. According to the 
NFCRA, this objective was subject to 
Canada’s recovery of Hydro’s share of 
costs under the NFA. The work in- 
volved the construction of municipal 
infrastructure, housing upgrades and 
plumbing and bathroom additions for 
1,309 housing units. 


15.124 The parties agreed that upon 
execution of this agreement, Canada 
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would be deemed to have met its NFA 
obligation to provide drinking water. 
Further, with respect to water obliga- 
tions under the NFA, there would be no 
recourse by any party to the arbitration 
provisions for 20 years. 


15.125 DIAND’s responsibilities in- 
cluded funding and monitoring the 
project and approving certain con- 
struction-related documentation or 
activities. DIAND also agreed, subject 
to parliamentary funding approval, to 
give the NFCRA any monies it recov- 
ered from Manitoba Hydro pursuant to 
Hydro’s obligation under the NFA. 
This payment would be used, with 
DIAND’s approval, to expand or other- 
wise amend the scope of the water 
system. 


15.126 At the time of our audit, 
DIAND had paid most of its $88.5 mil- 
lion commitment. DIAND made pay- 
ments to the NFCRA which, in turn, 
paid sub-contractors for their work on 
the project. 


15.127. We enquired as to how 
DIAND obtained assurance that the 
NFCRA complied with the agreement, 
particularly the cost, quality and quan- 
tity requirements. We also enquired 
into the general status of the project. 


15.128 We noted that DIAND ob- 
tained its assurance of compliance with 
the agreement primarily from the inter- 
nal control system used by the NFCRA; 
from project monitoring status reports 
received from the federal Department 
of Public Works; and from the annual 
audit of the NFCRA financial state- 
ments performed by its external audi- 
tors. 


15.129 While each of the above 
sources can contribute to a certain level 
of assurance, they are not, in our 
opinion, a substitute for a construction 
audit that would independently assess 
contract performance regarding cost, 
quality and quantity requirements. 
Such an audit would provide DIAND 
with greater assurance of compliance. 
We noted the agreement provides for an 


independent audit at the discretion of 
either party. 


15.130 With respect to the general 
status of the project, we found that the 
following major dispute among the 
parties was still unresolved when we 
completed our audit. 


Three—party dispute 


15.131 In April 1984, DIAND filed a 
claim against Manitoba Hydro request- 
ing, among other things, its 50 percent 
share of the water system development 
and operating costs. The amount of this 
claim was not specified. In October 
1988, DIAND estimated that Hydro’s 
liability to Canada under the NFA 
could reach $80 million. This included 
Hydro’s share of costs under the May 
1988 agreement with the NFCRA, to 
which Hydro was not a party, as well as 
a share of other expenditures. 


15.132 According to DIAND, Hydro 
believes that its share of water system 
costs is limited to $300,000. Hydro 
maintains that it is a federal responsi- 
bility to provide safe water to the Indian 
communities; that the adverse effects 
of hydro-electric development pro- 
jects are minor; and that the water 
system funded by DIAND exceeded 
what was reasonably required to supply 
drinking water. 


15.133 -In’> September)” 1991) the 
NFCRA and NFC, upon providing 
notice, terminated the May 1988 water 
agreement after DIAND had almost 
fully funded the NFCRA under the 
agreement. In the opinion of the 
NFCRA and NEC, this termination had 
the effect of revoking the 20-year 
release provided to Canada regarding 
the supply of drinking water (see 
15.124). 


15.134 The apparent reason for ter- 
minating the agreement was that Ca- 
nada had allegedly not exercised its 
best efforts, as required under the water 
agreement, to recover Hydro’s share of 
costs (see 15.79). The NFCRA be- 
lieved it was entitled to receive any 


monies recovered from Hydro so that 
water services could be extended. 


15.135 In November 1991, the five 
bands served Canada with a claim that 
confirmed the termination of the May 
1988 water agreement. The claim 
requested, among other things, that the 
arbitrator order Canada to make pay- 
ments (amount unspecified) to the 
claimants or provide other relief that 
the arbitrator may deem to be appropri- 
ate concerning Canada’s alleged fail- 
ure to comply effectively with the NFA 
provisions respecting the supply of 
drinking water. 


15.136 The alleged non-compliance 
by Canada includes failure to fund 
various water and sewer line projects in 
each of the five reserves covered by the 
May 1988 water agreement. In January 
1992, DIAND instructed its legal coun- 
sel to defend against the claim. 


15.137 Although we are not offering 
an opinion on the merits or outcome of 
this dispute, we believe that it illus- 
trates some of the difficulties asso- 
ciated with the NFA and _ its 
implementation. 


Land Exchange 


15.138 Paragraph 15.79 describes the 
obligations of Canada and Manitoba to 
compensate the bands by providing 
four new acres of land for each acre 
taken or damaged by Hydro. DIAND 
considers this to be a major obligation. 


15.139 In 1979, the bands requested 
that Manitoba determine the criteria 
that would be applied in the land 
selection process. However, the bands 
and Manitoba could not agree on these 
criteria. Consequently, with the excep- 
tion of 149 acres (60 hectares), 
Manitoba has transferred no land to 
Canada as required by the NFA. 
Canada, in turn, has provided only the 
60 hectares to the bands as compensa- 
tion under the NFA. This represents 
less than one percent of the amount of 
land promised to the bands subject to 
the terms of the Agreement. 
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15.140 In1984, the bands and Canada 
filed claims against Manitoba for its 
alleged failure to meet its obligation to 
provide new reserve land. Although 
some progress had been made over the 
years in identifying and agreeing to 
suitable land, the claims had not been 
settled at the time of our audit. 


Other Matters 
Federal government costs 


15.141 DIAND has attempted to 
identify and gather all costs incurred 
under the Northern Flood Agreement. 
However, it is aware that not all federal 
departments involved with the NFA 
have reported their actual costs. 


15.142 Without this information, it 
becomes more difficult for the govern- 
ment to compare results of NFA imple- 
mentation to the obligations it 
undertook in the Agreement. 


Proposal to settle obligations 


15.143 In 1990, DIAND, Manitoba 
and Manitoba Hydro proposed a total 
NFA settlement to the bands. The 
federal government’s share of this 
proposal was $78 million and would 
bring Canada’s total known costs to 
about $195 million. The settlement 
offer included 206,000 acres 
(834 square kilometres) of provincial 
land to be transferred by Manitoba to 
Canada as new reserve land for the five 
bands. One band accepted this propo- 
sal; the other four did not. At the time of 
our audit, the matter was still under 
negotiation. 


Community development plans 


15.144 Paragraph 15.79 describes 
Canada’s obligation to contribute to 
community development plans for the 
bands. 


15.145 Canada funded community 
plans for all five bands. These were 
completed in the early 1980s. They 
covered a spectrum of economic and 
social development matters such as 
education, housing, transportation, 
health services and employment. 


Canada has not fulfilled 


its obligation to transfer to 
the bands the amount of 
land required by the NFA. 


a79 


5 MLL TL La a 
Department of Indian Affairs and Northern Development 


380 


15.146 According to DIAND, the 
implementation of these plans was to 
be provided through its regular pro- 
grams. However, there is no mecha- 
nism to monitor progress, and no 
reports were produced on the extent of 
implementation. 


15.147 In 1983, the NFC filed a claim 
alleging that Manitoba, Manitoba 
Hydro and Canada failed to work 
towards development and _ imple- 
mentation of comprehensive commu- 
nity development plans as required by 
the NFA. In September 1991, DIAND 
proposed that it would fund annual 
meetings of bands and federal govern- 
ment departments to co—ordinate plan- 
ning efforts in the NFA communities. 
However, this funding would consti- 
tute a full and unconditional release of 
federal obligations for community 
planning. At the time of our audit, this 
matter was not yet resolved. 


Recommendations 


15.148 In making the following re- 
commendations, we considered that 
the NFA is a multi-party agreement 
that was entered into some 15 years 
ago. We also considered that progress 
in implementing the NFA depends, toa 
large degree, on clarification of the 
responsibilities and funding obliga- 
tions of all parties. 


15.149 DIAND should: 


(a) establish and implement pro- 
cedures to encourage and moni- 
tor compliance to the NFA by all 
parties; 


(b) ensure that a valid environmental 
assessment is performed to deter- 
mine and report on the impact of 
Hydro projects; 


(c) use the impact statements result- 
ing from the environmental 
assessment as a basis for prepar- 
ing a plan for further imple- 
mentation of the NFA or assessing 
the adequacy of any proposed 
plans; and 


(d) capture all NFA-associated costs, 
along with appropriate perform- 
ance information, such as NFA 
impacts, achievements, claim 
settlements, and the nature and 
cost of work still to be done, and 
disclose this information in 
DIAND’s annual Report. 


Before entering into a future agree- 
ment of this nature, DIAND should: 


(e) ensure that the agreement clearly 
defines the nature and extent of 
all financial and other obligations 
of each party; and 


(f) obtain agreement from all parties 
on implementation matters such 
as progress target dates, prior- 
ities, monitoring procedures and 
methods for evaluating the ad- 
equacy of implementation. 


Conclusion 


15.150 Implementation of the NFA 
has been and remains difficult, partly 
because of the nature of the Agreement 
and the number of parties involved. 
Many disputes involving allegations of 
non—compliance with the Agreement 
still linger among the participants. _ 


15.151 However, we believe there is 
room for improvement in how DIAND 
manages its responsibilities under the 
NFA. In view of the Department’s 
legislated mandate for matters respect- 
ing Indian peoples, there is an oppor- 
tunity and a need for DIAND to 
exercise greater initiative and leader- 
ship in resolving NFA issues. It is not 
sufficient, in our opinion, for DIAND 
to merely react to problems after the 
fact, which is the primary approach it 
has used over the years. 


15.152 In addition, there are lessons 
to be learned from the NFA respecting 
any future agreements involving the 
use of natural resources that can affect 
Indian reserve land. DIAND should 
consider placing greater importance, in 
such agreements, upon clear responsi- 
bilities and funding obligations to each 


party. Further, co-ordinated plans to 
facilitate and monitor implementation 
must be prepared and agreed to by all 
parties. 


Department’s response: DIAND 
agrees with the facts and observations 
relating to the Manitoba Northern 
Flood Agreement. As noted in the 
Auditor General’s conclusion, imple- 
mentation of the NFA has been diffi- 
cult, partly because of the nature of the 
Agreement and the number of parties 
involved. 


With respect to the recommendations, 
the Department has the following 
comments: 


(a) DIAND acknowledges that com- 
pliance with the NFA by all parties 
is important. Therefore, DIAND 
will implement procedures to better 
encourage and monitor com- 
pliance, with the co-operation of 
the other parties. 


(b) and (c) 


When the NFA was struck in 1977, 
environmental matters were gen- 
erally not the priority that they are 
today. Over the years, DIAND and 
other federal departments partici- 
pated in various studies or data 
research regarding NFA environ- 
mental impacts. For example, the 
Federal Ecological Monitoring 
Program (FEMP) studies water 
quantity and quality, sediment, 
mercury levels, aquatic life and 
other related matters. However, 
DIAND agrees that the results of 
these efforts cannot be considered a 
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comprehensive environmental im- 
pact assessment. 


Accordingly, DIAND will consoli- 
date and analyze the existing in- 
formation to determine what 
additional work is needed to com- 
plete the necessary impact state- 
ments. DIAND will encourage the 
other parties to participate in this 
process so that, together, we can 
plan and implement appropriate 
further action towards a complete 
environmental assessment and re- 
lated remedial measures. DIAND 
believes that the final FEMP Re- 
port, released in April 1992, to- 
gether with other DIAND 
initiatives, will contribute to the 
development of a plan for further 
implementation of the NFA. 


(d) DIAND will improve its procedures 
to ensure that it adequately cap- 
tures and reports the applicable 
information, including costs of pro- 
posed settlements. 


(€) and (f) 


DIAND recognizes the need to 
better address such things as clarity 
of obligations and implementation 
matters in future agreements of this 
type. This is why, with respect to the 
NFA itself, the Department has 
developed a proposed basis for 
settlement (PBS) that would clarify 
for each band how the NFA will be 
implemented in its own case. The 
recent Split Lake Cree Settlement 
Agreement demonstrates the ongo- 
ing efforts of the Department to 
remedy the difficulties in imple- 
menting the NFA. 
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Major Capital Projects 
Industrial Development Initiatives 


Assistant Auditor General: David Rattray 
Responsible Auditor: Tom Hopwood 


Main Points 


16.1 Value for money in major capital projects has three major objectives: the first and 
pre-eminent objective is meeting operational requirements in the most cost-effective manner; the 
second is achieving cost-effective, long-term industrial and regional development; and the third is 
achieving other national objectives. This chapter addresses the interplay between the first two of 
these. 


16.2 Prior to 1985, it was common to seek offsets in major defence procurements. In 1985, a 
Ministerial Task Force concluded that offsets were costly and that expectations for incremental 
economic activity in Canada were overstated. The report called for a reassessment of government 
policies in order to place more emphasis on achieving benefits of lasting value and abandoning offset 
maximization. This resulted in greater emphasis being placed on achieving direct benefits. 


16.3 Direct participation by Canadian industry in major capital projects may involve little or no 
additional cost in those areas where it is already competitive. In many cases, however, Canadian 
participation requires investments in such areas as design, infrastructure and labour force 
development that will increase costs to Canada compared to the costs when dealing with established 
foreign suppliers. Totally unique requirements, whether sourced in Canada or offshore, would 
require some form of investment. 


16.4 We examined six DND major Crown projects (major capital projects costing over 
$100 million) under contract at the start of our audit to which industrial development initiatives had 
been attached, in whole or in part, under the current government policy. We found that the costs 
associated with these initiatives were significant and that generally they have not resulted in new 
industrial activity that is sustainable and competitive in domestic and world marketplaces, as 
required by current government policy. We also found instances where DND’s operational 
requirements have been affected. 


16.5 We recommended that steps be taken to improve strategic planning in this area; to provide 
decision-makers with adequate analyses of costs and benefits associated with industrial 
development initiatives; and to improve reporting to Parliament. 
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Introduction 


16.6 Our Report contains two 
chapters that deal with major capital 
projects in the Department of National 
Defence (DND). This chapter focusses 
on the external factors affecting these 
projects — the value-for-money im- 
pacts of industrial development initi- 
atives that were attached to DND 
projects at the beginning of their life 
cycle. 


16.7 The next chapter focusses on 
project initiation and implementation 
processes within DND according to 
three lines of enquiry: program man- 
agement, project management and 
feedback processes. 


16.8 To fulfil its roles and carry out 
its tasks, DND operates a wide variety 
of sophisticated weapon systems in- 
volving large fleets of vehicles, ships 
and aircraft. Although the funding 
available to DND to buy the equipment 
it needs is limited, DND has the largest 
capital program of all government 
departments. 


16.9 At the time of our audit, there 
were approximately 550 major capital 
projects in the 15-year plan of the 
Defence Services Program with a total 
cost of $63 billion in 1990 constant 
dollars. Industrial development initi- 
atives are usually attached to major 
capital projects costing over $100 mil- 
lion, a category called major Crown 
projects. There are about 70 of these 
major Crown projects in the Defence 
Services Program. DND is responsible 
for the majority of federal major Crown 
projects potentially subject to indus- 
trial development initiatives. If current 
trends continue, there could be as much 
as $30 billion in industrial develop- 
ment initiatives attached to DND pro- 
jects. 


16.10 The life cycle of major capital 
projects consists of four phases: initi- 
ation, implementation, in-service, and 
disposal. For most of the larger pro- 
jects, the complete life cycle is usually 
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Initiatives 


more than 20 or 30 years. The initiation 
phase can be critical in obtaining value 
for money. During this phase, the need 
for the project is established, the pro- 
curement and industrial development 
strategies are set, proposals from con- 
tractors are sought, contracts are signed 
and project management processes are 
established. If things go wrong at this 
Stage, the repercussions are likely to 
affect the project throughout its entire 
life cycle. 


16.11 Procedures for implementing 
the government’s procurement policy 
involve several departments. Essen- 
tially, DND establishes the need for the 
project, provides the operational and 
technical specifications and sets fund- 
ing and scheduling priorities. The 
Treasury Board Secretariat provides 
general policies and guidelines for all 
aspects of procurement. The Depart- 
ment of Supply and Services assists in 
developing a procurement and con- 
tracting strategy and is responsible for 
managing the contracting process. The 
Department of Industry, Science and 
Technology, the Atlantic Canada Op- 
portunities Agency, the Department of 
Western Economic Diversification and 
the Federal Office of Regional Devel- 
opment (Quebec) are responsible tor 
industrial and regional development 
initiatives to be attached to major 
capital projects. 


16.12 Assoonas a large DND capi- 
tal project is identified as an oper- 
ational requirement for inclusion in the 
Defence Services Program, these de- 
partments begin to influence the pro- 
curement strategy. By the time the 
project has progressed through DND’s 
Defence Program Management Sys- 
tem to the point where Treasury Board 
approval (and Cabinet approval where 
necessary) is being sought, the procure- 
ment strategy and the bidding and 
contract adjudication processes have 
generally been agreed to by depart- 
ments and industrial development in- 
itiatives have already had a major 
impact on the procurement strategy. 
The initiatives may also have affected 


Industrial development 
initiatives attached to 
major capital projects at 
the beginning of the 
project initiation process 
have a major impact on 
the procurement strategy 
and are an important 
element in the 
achievement of value for 
money for DND and the 
Crown. 
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Our 1984 and 1987 
reports noted deficiencies 
in the implementation of 
industrial development 
initiatives attached to 
DND projects. 


Exhibit 16.1 


Major Crown Projects in DND 


Initiatives 


the overall cost and scheduling of the 
project. 


Audit Scope 


16.13 We examined the six DND 
major Crown projects under contract at 
the start of our audit to which industrial 
development initiatives had been at- 
tached, in whole or in part, under the 
current government policy. These 
projects have a total cost of $11.4 bil- 
lion (budget—year dollars), distributed 
as shown in Exhibit 16.1. In addition 
to the prime contract, the project cost 
includes such things as government 
project management, spare parts, facil- 
ities and training costs. Industrial 
development initiatives are normally 
attached only to the prime contract. As 
can be seen in Exhibit 16.1, the esti- 
mated value of the industrial develop- 
ment initiatives attached to these 
projects amounts to $6.0 billion, 
85 percent of the total cost of the prime 
contracts. 


16.14 The primary focus of our 
overall audit was on the extent to which 
value for money was achieved in 


With Current Industrial Benefit Commitments 


($ Millions) 


Project Name 


Heavy Logistics Vehicle Wheeled 
Militia Light Armoured Vehicle 


Arctic and Maritime Surveillance Aircraft 


CF-S Avionics Update 
Canadian Patrol Frigate (12 ships) 
Low Level Air Defence 


1 This cost includes only the amount of the prime contract with the manufacturer, 


2 _ This total project cost, expressed in budget—year dollars, includes the prime contract plus the 
costs of training, facilities, spare parts and the DND Project Management Office. 


3 In 1990 constant dollars. 
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Total Total Value 
Total Prime Estimated of Industrial and 
Contract Project Regional Development 
Cost 13 Cost 2 Commitments 3 


278.1 $ 382.6 $ 324.3 
100.6 161.0 100.6 
163.3 257.1 126.1 

70.7 113.4 34.04 
5,734.1 9,329.6 4,572.6 
e720 ee 264 __ 893.4 
$_7,067.8 $ 11,370,1 $ 6,051.0 


procurement. In this part of our audit, 
we examined the approach adopted by 
federal departments and agencies to 
implement the government policy con- 
cerning industrial development initi- 
atives attached to DND major capital 
projects. We examined each of the six 
projects from the standpoint of pro- 
curement strategy, industrial develop- 
ment initiatives and the bidding and bid 
assessment processes as they affected 
DND. We did not conduct audits of 
industrial or regional development 
programs of other government depart- 
ments, but kept our focus on the effects 
of industrial development initiatives 
on DND projects. We examined the 
industrial benefits expected or actually 
achieved in relation to the costs. We 
also conducted interviews with chief 
executive officers and other senior 
executives of 28 Canadian defence 
contractors to obtain their perspective 
on the manner in which these initiatives 
are currently being pursued. 


Previous Audits 


16.15 Major capital projects in 
DND have been the subject of com- 
prehensive audit three times in the past 
12 years. In 1980, we conducted a 
government—wide audit of materiel 
management, including selected DND 
projects. In 1984, we examined seven 
DND major capital projects then in 
progress from the standpoint of the 
initiation and implementation phases 
of the project life cycle. We also 
reviewed the management of industrial 
offsets in the contract for the CF-18 
fighter aircraft. 


16.16 Our report on industrial de- 
velopment initiatives in 1984 included 
concerns about overlap in depart- 
mental roles and responsibilities and 
the lack of clearly defined objectives, 
policies and plans in the management 
of industrial offsets. We also noted that 
non-military objectives, including in- 
dustrial benefits, complicated and con- 
strained DND equipment projects. In 
1985, the Standing Committee on 


Public Accounts recommended that 
non-military objectives be identified 
in Part III of the Estimates and that their 
attainment be monitored and reported. 
In 1987, we noted that the recommen- 
dation concerning reporting to Parlia- 
ment had been implemented, but the 
costs of achieving industrial benefits 
were not being reported. 


16.17. Our 1987 Report included 
concerns about the need to define “Buy 
Canadian” goals and objectives and to 
specify the premium that would be paid 
to purchase from Canadian rather than 
foreign suppliers. These concerns with 
non-military objectives extended be- 
yond just identifying and reporting 
them. It also included their cost, their 
impact on project objectives and the 
consistency of their application in the 
competitive process. We noted that, to 
a great degree, these non-military 
objectives were directed towards sat- 
isfying the objectives of other depart- 
ments, such as the Department of 
Regional Industrial Expansion, but 
their costs were charged against DND’s 
budget. We recommended that, where 
it is reasonable to do so, the direct and 
indirect costs associated with achiev- 
ing non-military and strategic sourc- 
ing objectives should be reported in 
Part III of the Estimates. 


16.18 In 1987, we also noted that 
four of the contracts we reviewed 
involved sole—sourcing to a Canadian 
supplier, thus by—passing the competi- 
tive process and specific Treasury 
Board contract regulations. We re- 
quested analyses to support the deci- 
sion to sole-source, but the 
information we were given did not 
include any cost-benefit, economic or 
financial analyses to support the deci- 
sion. We recommended that decisions 
to by-pass the competitive process be 
supported by a full justification in the 
contract file that would specify the 
costs, benefits and risks of doing so in 
comparison to the national benefits 
expected. 


Major Capital Projects — Industrial Development 


Initiatives 


16.19 In addition to these three au- 
dits of DND projects, in our 1991 audit 
of the Department of Supply and Ser- 
vices, we reviewed management prac- 
tices relating to the use of procurement 
in major Crown projects as an instru- 
ment for achieving industrial and re- 
gional development and other related 
government objectives. The focus of 
the audit was primarily on non—-DND 
projects. We recommended that the 
Department of Industry, Science and 
Technology should, within its man- 
date, evaluate the effectiveness of the 
application of its policies and practices 
in achieving industrial development 
through procurement. Industry, 
Science and Technology agreed with 
our recommendation. 


Background 


Prior to 1986, Offsets Were 
Expected from Defence 
Acquisitions 


16.20 Canada became a major 
manufacturer of defence equipment 
during World War II. Over the past two 
or three decades, however, defence— 
related production has formed a rela- 
tively small percentage of domestic 
industrial output. Today, Canada tends 
to import larger defence systems pri- 
marily from the United States, whereas 
the bulk of Canadian defence-related 
exports are parts and sub-systems 
destined for inclusion in U.S. system 
assemblies. 


16.21 The Defence Production 
Sharing agreement and the Defence 
Development Sharing agreement with 
the United States were concluded about 
30 years ago, in part to compensate 
Canadian industry for large military 
contracts going to U.S. manufacturers. 
In 1963, the Defence Production Shar- 
ing Agreement was amended to include 
a provision for a rough balance of trade 
over the longer term. 


16.22 In addition to funding from 
the federal departments responsible for 
industrial and regional development 


In 1985, the Nielsen Task 
Force criticized the 
“offsets” approach to 
industrial development in 


major Crown projects and 
called for a reassessment 


of government policies. 
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The 1986 government 
procurement policy and 
subsequent policy 
statements stress the 
pre-eminence of value for 
money in the fulfilment of 
operational requirements. 
Industrial development 
initiatives, a secondary 
objective, are to be 
long-term, sustainable 
and cost-effective and 
should result in products 
that are internationally 
competitive. 
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and other forms of federal assistance, 
Canadian defence manufacturers are 
often granted provincial and municipal 
assistance of one kind or another. In 
1959, Canada created the Defence 
Industry Productivity Program (DIPP) 
to provide cost-shared repayable con- 
tributions to foster, among other things, 
the continuity of research and develop- 
ment in Canada’s defence industry. 
DIPP funding to Canadian manufac- 
turers of defence equipment between 
1979 and 1990 amounted to $1.8 bil- 
lion. 


16.23 Between 1976 and 1986, it 
became commonplace to _ seek 
“offsets” (now called “indirect bene- 
fits”) in major defence procurements 
from foreign manufacturers, although 
often there were also some direct 
industrial benefits claimed in these 
contracts. An “offset” involved the 
purchase of Canadian manufactured 
goods and services, an investment or a 
technology transfer that was unrelated 
to the actual product being purchased 
by the government. The contractor was 
expected to deliver the equipment 
specified in the contract at the stated 
price and, at the same time, to under- 
take procurement, investment or tech- 
nology transfer in Canada to an 
estimated value that often equalled or 
exceeded the total cost of the contract. 


16.24 The results of one study com- 
missioned by the government indi- 
cated that, during this period, Canada 
developed administrative policies and 
processes for these offsets programs 
that were much more complex and 
expensive than those in other devel- 
oped countries, for example, Belgium, 
Denmark, Australia, the United King- 
dom, the Netherlands and Sweden. 
United States government policy states 
that federal funds are not to be used to 
finance offsets. The U.S. also views 
certain offsets for military exports as 
economically inefficient and market— 
distorting. 


16.25 In 1985, the Ministerial Task 
Force on Program Review Concerning 
Government Procurement (the Nielsen 
Task Force) reported that no one asso- 
ciated with the procurement process 
seemed to have a clear idea what 
industrial benefits the government was 
trying to achieve. It felt that the 
problem was not a lack of objectives 
but a multiplicity of overlapping, com- 
peting objectives that conveyed con- 
fusing signals to both government and 
industry. The report stated that the 
government’s expectations had tended 
to be unrealistic and misdirected and 
that, in some cases, there had been 
gross overstatements of expectations 
of what would ultimately be achieved 
by these procurements in terms of 
incremental economic activity in Ca- 
nada. There was growing dissatisfac- 
tion among departments, particularly 
DND and the Department of Transport, 
that their operational needs were being 
jeopardized by ad hoc, third—party 
decisions of other departments. Ac- 
cording to the Task Force, regional 
distribution, technology transfer and 
investment benefits had been much 
lower than expected. Moreover, the 
Task Force was concerned that existing 
policies may have been inadvertently 
signalling that short-term benefits 
were preferred over long-term, lasting 
benefits. 


16.26 The report called for a re- 
assessment of government policies on 
the basis of certain considerations, 
including the following. The govern- 
ment’s expectations of securing 
100 percent offsets had been unrealis- 
tic. The benefits acquired had been 
much lower than expected and had 
mostly been of short-term value to 
Canada. The costs of achieving indus- 
trial benefits had been substantial. The 
emphasis on offsets had become a trade 
irritant with the United States and 
Europe while producing marginal 
long-term benefit to Canada. 


Criticisms of Offsets Led to a 
New Policy in 1986 and an 
Emphasis on Direct Benefits 


16.27 Oneresult of the Nielsen Task 
Force report was a major shift in the 
industrial development policy that the 
government first announced in 1986. 
This and subsequent policy statements 
stressed the importance of achieving 
benefits of lasting value, the abandon- 
ment of offset-maximizing objectives 
generally and the need to use industrial 
development initiatives to make Cana- 
dian firms more competitive. 


16.28 This new government policy 
makes it clear that federal objectives in 
procurement start with the pre- 
eminence of best value for money in the 
fulfilment of operational require- 
ments. Essentially, this means obtain- 
ing the equipment that meets the 
operational requirements in the most 
cost-effective manner. 


16.29 Secondary to this objective is 
the need to review procurements from 
the standpoint of long-term industrial 
and regional development opportu- 
nities, emphasizing benefits of lasting 
value that assist Canadian firms to 
become competitive in domestic and 
world marketplaces. 


16.30 Where promising procure- 
ment strategies are identified that con- 
flict with the concept of best value for 
money in the fulfilment of operational 
requirements, but at the same time are 
considered to be cost-effective from an 
industrial and regional development 
standpoint, these strategies are to be 
developed as sourcing options for the 
review of ministers prior to issuing 
requests for proposal to private sector 
contractors. Costs are to be estimated 
when possible, and the submissions to 
ministers are to include a source of 
funds where significant cost premiums 
are anticipated. 


16.31 Where industrial and regional 
development opportunities have been 
included in a major capital project, the 
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increased costs due to the industrial 
development initiative are to be shared 
between the project-sponsoring de- 
partment and the department respon- 
sible for industrial development, but 
with the latter playing a significantly 
larger role in supporting those indus- 
trial benefit activities not directly asso- 
ciated with the project-sponsoring 
department’s overall mandate. For 
DND major capital projects, DND is to 
fund any requirements considered 
essential to national security (for 
example, those related to creating and 
maintaining a defence industrial base). 
The costs of any industrial develop- 
ment initiatives not considered essen- 
tial to national security are to be shared 
by DND and the departments respon- 
sible for industrial and regional devel- 
opment, with the latter providing a 
significantly larger share. 


16.32 Where there are incremental 
costs involved in achieving a specific 
benefit, it must be demonstrated that 
the activity generated by the procure- 
ment is sustainable and has a clear 
prospect of becoming commercially 
viable; that the socio-economic bene- 
fits are sufficient to justify the extra 
cost of the procurement; and that the 
benefits would not be forthcoming in 
the absence of government assistance. 


16.33 The new policy has been in- 
terpreted by officials as emphasizing 
the need to seek cost-effective, direct 
industrial benefits related to the actual 
system or product being purchased by 
the government. Although indirect 
benefits unrelated to the actual system 
or product being purchased (previously 
called “offsets”) can still be proposed, 
the primary effort is to be focussed on 
direct benefits. Both direct and indirect 
benefits could include “production ef- 
fort’, or the Canadian content value of 
goods and_ services; technology 
transfer that is exploitable in terms of 
access to world markets; and invest- 
ments that result in sustainable indus- 
trial and regional development. 


Procurement is not 
intended to be an 
instrument for sustaining 
government suppliers. 
Proposals for industrial 
development are to be 
analyzed and costed. 
Options are to be 
presented to ministers 
prior to issuing tender 
documents. 


As in any other form of 
investment, the 
anticipated returns from 
investment in industrial 
development are to be 
compared against the 
costs. 
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The private sector firms 
involved in these projects 
have no choice but to 
conform to the 
procurement approach. 
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Observations 


Direct participation can increase 
costs and risks 


16.34 Under the offsets approach 
before 1986, foreign bidders knew that 
the size of the dollar value of the offsets 
in their proposals would be considered 
as part of the assessment and would, 
therefore, have a major impact on the 
selection of the winning bidder. Since 
offsets are not directly related to the 
product being acquired, and most 
weapon systems were manufactured 
and assembled abroad, this approach 
did not require bidders to alter produc- 
tion processes. The risk to the Crown, 
therefore, was related primarily to the 
delivery of the anticipated benefits. 
There was less risk that the cost of 
providing these offsets would increase 
the cost of the product being delivered. 


16.35 The new government policy 
lays out a framework for achieving 
value for money in meeting operational 
requirements, while at the same time 
seeking industrial development op- 
portunities that are long-term and 
sustainable and result in products that 
are competitive in domestic and 
foreign markets. While this new policy 
has the potential to produce high— 
quality initiatives of great value to 
Canada, it also poses a significant 
implementation challenge for govern- 
ment Officials. 


16.36 The procurement approach 
that is being used to implement the new 
policy, however, is much the same as 
the approach prior to 1986. Most of the 
burden of identifying and proposing 
specific industrial and regional devel- 
opment initiatives in major Crown 
projects continues to be placed on the 
shoulders of the private sector, rather 
than residing in the federal depart- 
ments responsible for industrial devel- 
opment initiatives. This is achieved by 
including the requirement that bidders 
propose industrial and regional bene- 
fits in requests for proposal, along with 


price and technical suitability in meet- 
ing operational requirements. 


16.37. The approach also continues 
to be structured to reward the firms 
whose proposals maximize industrial 
benefits. Today, the emphasis on direct 
benefits means that foreign firms, 
which are often the only ones with the 
manufacturing capability for large 
military equipment, but whose facil- 
ities are not normally located in Ca- 
nada, may be precluded from 
supplying complete weapon systems or 
from bidding directly. 


16.38 A variety of approaches has 
been used to achieve greater direct 
participation by Canadian industry. In 
some cases, Canadian companies are 
set up as prime contractors to complete 
the final assembly of equipment de- 
signed and manufactured abroad. Ca- 
nadian firms are also being set up to 
integrate these weapon systems. As 
well, offers are made to use as many 
components from Canadian sources as 
possible. While Canada has areas of 
industrial strength, the components 
supplied by Canadian firms for the 
projects we examined were often of 
relatively low technology. They may 
or may not have been price-competi- 
tive with similar components available 
on the international market and often 
required considerable additional de- 
sign and testing to integrate them 
successfully into the original product. 


16.39 Successful foreign manufac- 
turers of major defence systems al- 
ready have complete production 
processes. They often have amortized 
the costs of investment, design, project 
management and start-up over large 
production runs and may also have 
achieved economies of scale. This 
makes for a highly competitive market- 
place. Where a contract for manufac- 
ture or final assembly is awarded to a 
company, whether in Canada or else- 
where, that has never designed and 
manufactured high technology 
defence systems or products, there are 


bound to be higher costs and greater 
risks. 


16.40 Firms doing business with 
government have no choice but to 
conform to the procurement approach 
defined by the terms and conditions of 
the request for proposal. To do other- 
wise would ensure that their bids would 
be unsuccessful. 


16.41 Exhibit 16.2 is a conceptual 
diagram that portrays the fundamental 
issue in government procurement 
policy in the area of industrial develop- 
ment initiatives attached to major capi- 
tal projects. Any cost to the Crown and 
industry of undertaking an industrial 
development initiative must be more 
than offset by the returns on this 
investment in the form of enhanced 
productivity that enables goods to 
become internationally competitive. 
The value of this enhanced productiv- 
ity can be estimated by the expected 
profits from future international and 
domestic sales over some reasonable 
horizon. The same principles would 
apply to any country engaging in 
industrial development of this type. 


16.42 In areas where Canadian 
firms are already competitive, there 
may be little or no additional costs 
associated with their involvement in a 
project. Also, if a defence requirement 
is SO unique that no other comparable 
product can be provided by a foreign 
firm, it may be just as cost-effective to 
build it in Canada. In most cases, 
however, direct Canadian participa- 
tion would require investment in such 
areas as product design, infrastructure 
establishment or labour force develop- 
ment. When a decision is taken to make 
investments of this type, analysis 
should be carried out to ensure either 
that the short-term and long-term 
benefits justify the investment, or that 
any unique capabilities are cost— 
justified. 


16.43 Estimating these costs and 
returns would be quite simple in some 
cases and considerably more com- 
plex in others, particularly where the 
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operational requirements include 
certain unique capabilities for meeting 
Canada’s special military needs that 
would have to be weighed against the 
cost of meeting them. In complex 
programs it may be difficult to obtain 
precise selling prices from alternative 
manufacturers, and future estimates of 
sales and potential market share may be 
subject to varying degrees of certainty. 
Nevertheless, government policy re- 
quires analyses of the costs and the future 
returns. Judgment will have to be 
exercised as to the level of resources 
needed for these analyses to provide a 
reasonable assurance of value for money. 
We realize that this work can be difficult 
in the more complex procurements, but 
we believe that it can and must be done. 


Our Review of Six Projects 
Demonstrates Some of the 
Problems That Can Be 
Encountered 


16.44 Thesix projects that we exam- 
ined can be grouped into three types. 
Two of the projects — the Militia Light 
Armoured Vehicle and the CF-—5 
Avionics Upgrade — are examples of 
situations where industrial or regional 
considerations caused the normal pro- 
curement process to be by-passed. 
Three of the projects — the Low Level 


Overall, our audit found 
that there could be a 
significant cost to 
pursuing industrial 
development initiatives, 
that few long-term 
benefits have resulted 
and that, in some cases, 
DND’s operational 
requirements have been 
affected. 


Exhibit 16.2 


Value for Money in Industrial Development 


Dollars 


Company Cost of Production 


| 


Cost of Investment in 
Industrial Development 


0 


International Competitive Selling Price 


| 


Units 


The returns on investment must be greater than the costs of investment. 


395 


SELATAN 
Major Capital Projects — Industrial Development 


Initiatives 


Air Defence, the Canadian Patrol Frig- 
ate and the Heavy Logistics Vehicle 
Wheeled — are examples of projects 
where it was decided that Canadian 
industry would play an important role 
in the design, manufacture, assembly 
or integration of equipment not previ- 
ously built in Canada. The Arctic and 
Maritime Surveillance Aircraft project 
is largely an off-the-shelf acquisition, 
with some Canadian industrial partici- 
pation. 


Two projects were influenced by 
industrial or regional priorities 


16.45 The Militia Light Ar- 
moured Vehicle (MILLAV) project. 
In 1976, the Diesel Division of General 
Motors (DDGM) in London, Ontario, 
adapted a Swiss—designed light ar- 
moured vehicle (LAV) for manufacture 
in Canada. DDGM pays MOWAG of 
Switzerland licence fees for manufac- 
turing the LAV in Canada. 


16.46 In August 1988, DDGM sub- 
mitted an unsolicited proposal to the 
Minister of National Defence to build 
200 LAVs for the Canadian Militia. 
The proposal stated that, due to a 


Light armoured personnel carrier. One hundred and ninety-nine of these are being built as 
part of the Militia Light Armoured Vehicle (MILLAV) project (see paragraphs 16.45 to 
16.48). 
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production gap following their order 
for 759 LAVs for the U.S. Marines, 
there was a serious danger that their 
defence operations could be closed by 
their parent corporation, which would 
result in the loss of 375 jobs in the 
London area. They also indicated that 
their future looked bright with a strong 
possibility of export sales of thousands 
of vehicles. 


16.47. The procurement approach 
that was originally being adopted to 
meet DND’s operational requirement 
was to acquire tracked vehicles, which 
would be compatible with the equip- 
ment used by the Regular Force units 
with which the Militia was expected to 
serve. Concern was expressed that the 
MILLAVs had limited ability in rough 
terrain or deep snow and that differ- 
ences in training approaches would 
affect operational effectiveness. As 
well, the MILLAVs were more expen- 
Sive initially than the tracked vehicles, 
and the process of introducing them 
quickly into DND operations resulted 
in disruptions in maintenance and 
training. These initial costs may be 
offset against the increased cost of 
operating tracked vehicles depending 
on usage rates. In October 1988, 
however, the Minister of DND, with the 
support of the Chief of the Defence 
Staff, responded that he would seek the 
support of his colleagues for the pur- 
chase of the GM vehicles. 


16.48 The industrial benefits com- 
mitments in the contract amounted to 
$91.5 million, the exact amount of the 
prime contract. Sixty percent of this 
represents the Canadian content of the 
vehicle. The restis offsets in the form of 
acquisition of other Canadian products 
by GM. Company officials advise us 
that the offsets commitments will be 
exceeded by over 200 percent. 


16.49 TheCF-5 Avionics Upgrade 
project. Canadair Ltd. of Montreal, 
Quebec, produced the CF-S fleet in the 
late 1960s. In 1984, DND recom- 
mended that the aircraft have an 
avionics upgrade to replace unsupport- 
able avionics and to make it a more 


suitable transition trainer for the highly 
sophisticated CF—18 aircraft. 


16.50 In 1986, aconsortium includ- 
ing Bristol Aerospace of Winnipeg was 
found to have the best overall bid for the 
systems engineering support and air- 
frame repair and overhaul contract for 
the CF-18. As events unfolded, how- 
ever, the contract was awarded to 
Canadair, the leader of the consortium 
that had ranked second, since it was 
judged that downstream technology 
transfer could be better done through 
Canadair. 


16.51 In January 1987, one month 
after the signing of the CF—18 contract, 
it was announced that industrial sup- 
port activities for the CF—5 would be 
transferred from Canadair to Bristol, to 
achieve a more equitable distribution 
of aerospace procurement. This deci- 
sion resulted in additional costs to the 
Crown because of the transfer of tools 
and technical documentation to Bris- 
tol; additional contract costs for the 
prototype and production contracts; 
delays and the learning curve at Bristol; 
loss of efficiency because other repair 
work could not be done at the same time 
as this upgrade work, as originally 
planned; and additional government 
assistance in support of international 
marketing studies and prepositioning 
investments. 


16.52 There are no contractual com- 
mitments for industrial benefits asso- 
ciated with this project. Nevertheless, 
the 1992-93 Part III of the Estimates 
reports $34 million of production ef- 
fort, offsets and technology transfer. 
These costs had been identified prior to 
the decision to sole-source the contract 
to Bristol, when it was assumed that the 
Crown would acquire major compo- 
nents of the upgrade and provide them 
to the contractor as government— 
furnished equipment. As aresult of our 
audit, Industry, Science and Technol- 
ogy officials have advised DND that no 
further reporting of industrial benefits 
against this project need be made in 
Part III of the Estimates. 
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Three projects were structured to 
have Canadian industry play a lead 
role 


16.53 The Heavy Logistics Vehicle 
Wheeled (HLVW), Low Level Air 
Defence (LLAD) and Canadian Patrol 
Frigate (CPF) projects are examples of 
decisions to have Canadian industry 
play a lead role in a major Crown 
project. In the case of CPF and HLVW, 
bidding was restricted to Canadian 
companies, whereas in LLAD the deci- 
sion resulted from the acceptance of the 
successful bid from an international 
competition. All three contracts were 
awarded to the lowest bidder, within 
the constraints imposed on the contrac- 
tual process. In all three cases, the 
equipment being acquired had not 
previously been built or assembled in 
Canada. 


16.54 In the case of the HLVW, 
UTDC Inc. of Kingston, Ontario, as- 
sembled trucks using components pro- 
vided by Steyr of Austria for the major 
elements such as the engines, 
transmissions and axles, as well as 
other components and assemblies that 
were to be provided by Canadian 
manufacturers and suppliers. This 
included items such as cargo boxes and 


aircraft (see paragraphs 16.49 to 16.52). 


CF-S5 Fighter Aircraft. The CF-5 Avionics Update project involves upgrading 44 of these 
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handling equipment, as well as a range 
of lower technology items. Some of 
these were licensed from foreign firms, 
and some others involved primarily the 
assembly of components supplied by 
foreign firms. Component suppliers 
had to design their products and then 
put in place the necessary production 
processes. UTDC’s overall respon- 
sibilities involved ensuring compati- 
bility between the various components, 
assembly, systems integration and 
project management. 


16.55 InthecaseofLLAD, Oerlikon 
Aerospace Inc. of St. Jean, Quebec, 
was responsible for the assembly of the 
major components of the Air Defence 
Anti-Tank System (ADATS), part of 
the LLAD system, and systems integra- 
tion of the entire LLAD system. A few 
of the elements of the ADATS, such as 
the radar, are being supplied by Cana- 
dian firms under licence from foreign 
firms. 


16.56 In the CPF case, Saint John 
Shipbuilding Limited of Saint John, 
New Brunswick, assumed responsibil- 
ity for the design, hull construction and 
assembly of state-of-the-art frigates. 
Paramax of Montreal, Quebec, a major 


been built for the Heavy Logistics Vehicle Wheeled (HLVW) project (see paragraphs 16.53 


to 16.54). 
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sub-contractor to Saint John Ship- 
building, is designing a systems in- 
tegration package that is viewed as 
being at the leading edge of technology. 


16.57 Each of these three projects 
involved a substantial investment by 
the firms and by the Crown to bring 
them to their current state. This in- 
cluded the need to either substantially 
upgrade or establish the necessary 
plant or equipment, hire and train a 
skilled labour force, undertake necess- 
ary design, develop a systems integra- 
tion package, and manage the project. 
As well, federal government project 
management costs are greater for these 
complex developmental projects than 
is normally the case for off-the-shelf 
buys. Inall threecases it was concluded 
that unique Canadian operational re- 
quirements precluded an off-the-shelf 
acquisition from foreign suppliers, al- 
though in the HLVW and CPF cases 
there were similar weapon systems in 
production or being designed at the 
time the decisions were taken. 


16.58 As Exhibit 16.2 indicates, 
investments for industrial develop- 
ment are recovered through the profits 
from future sales. The companies 
involved in these three projects have 
been marketing their products inter- 
nationally but, with a few exceptions, 
have not yet been successful for a 
variety of reasons. The international 
market for defence equipment is very 
competitive, export restrictions limit 
the markets to which certain Canadian 
defence products can be sold, and 
larger industrialized nations usually 
prefer to build their own systems. 
Canada’s domestic market is small, and 
the changing international situation 
has created further pressures on the 
defence acquisition budget. 


16.59 While there are advantages to 
Canada from building systems here 
rather than buying them from foreign 
suppliers — reduced unemployment 
and increased utilization of industrial 
Capacity — there is considerable de- 
bate about the significance of these 
benefits and how they should be valued 


in cost-benefit analyses. Treasury 
Board and Industry, Science and Tech- 
nology cost-benefit manual guidelines 
indicate that while these benefits might 
accrue to a particular region or in- 
dustry, they can be offset by equal or 
greater disadvantages to other regions 
or industries. 


One project was an off-the-shelf 
procurement 


16.60 The Arctic and Maritime 
Surveillance Aircraft (AMSA) pro- 
ject. This acquisition was handled 
essentially as an off-the-shelf pur- 
chase. 


16.61 Canadian participation in the 
project consisted of supplying about 
$4.5 million (U.S.) of components 
normally supplied by Canadian firms 
to Lockheed U.S. for this type of 
aircraft. Another $12 million (U.S.) is 
work undertaken in Atlantic Canada to 
install components needed to meet 
DND’s operational requirements. We 
were informed by officials at Lockheed 
that this work did not entail any greater 
costs than it would have if done by 
Lockheed at its U.S. plant. 


16.62 Offsets amounting to $90 mil- 
lion (U.S.) were committed: $40 mil- 
lion (U.S.) in the form of purchases 
from Western Canada and the Atlantic 
provinces; and $50 million (U.S.) in the 
form of the possible supply of Canadian 
components for the planned U.S. Navy 
acquisition of the P—7 anti-submarine 
warfare aircraft. The P—7 project has 
now been cancelled, and company 
officials advise us that they are trying to 
find alternatives to meet these commit- 
ments. 


General Observations 
Resulting from Our Review of 
Projects 
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16.64 First, there was no long-term 
strategy regarding industrial develop- 
ment initiatives for any of the projects 
to guide the selection of an appropriate 
procurement approach. As we point 
out later, the chief executive officers of 
Canadian defence suppliers felt that it 
would be useful to begin the develop- 
ment of a strategy for Canadian in- 
dustry participation in these projects 
well before the bidding process begins. 


16.65 Second, none of the procure- 
ment strategies that were adopted was 
supported by a thorough analysis of the 
costs, benefits and potential risks. 
Alternatives, such as joint ventures 
with other nations, were not assessed. 
Where unique operational require- 
ments were involved, no assessment 
was made to compare the costs in- 
volved in meeting these requirements 
with the cost of equipment already 
available or being designed. 


16.66 Third, although the bids were 
adjudicated on the basis of price, 
technical suitability and industrial 
benefits, it was often not made clear in 
the request for proposal how these 
factors would be weighed in the final 
decision or what characteristics the 


16.63 Our audit of these six projects 
resulted in a number of general ob- 
servations that apply to most of them. 


Air Defence Anti-Tank System (ADATS). As part of the Low Level Air Defence (LLAD) 
project, 36 of these are being developed (see paragraphs 16.53 to 16.55). 
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HMCS Halifax undergoing sea trials. This is the first of 12 ships being produced under the 
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industrial development _ initiatives 
needed to be acceptable. 


16.67 Fourth, decisions to use pro- 
curement for immediate national or 
regional needs, to produce in Canada a 
unique operational capability, or to 
Canadianize components can involve 
substantial costs. In the cases we 
looked at, these costs ranged from the 
costs of simply administering indus- 
trial benefits for off-the-shelf procure- 
ments to up to 20 percent of the total 
project costs. When viewed over the 
15-year Defence Services Program, 
which involves major Crown projects 
totalling over $50 billion, these costs 
could amount to several billions of 
dollars. 


16.68 Fifth, in the cases we exam- 
ined, the amount of long-term, com- 
petitive industrial activity that has 
resulted from the industrial develop- 
ment initiatives has, so far, been quite 
limited. A number of the sub—contrac- 
tors that were chosen to produce com- 
ponents for the various products are 
now out of business. Despite strong 
marketing efforts by the prime contrac- 
tors and major sub-contractors, few 
additional sales have yet been secured, 


EEE 


Canadian Patrol Frigate (CPF) project (see paragraphs 16.53 and 16.56). 
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although some promising prospects are 
being pursued. 


16.69 Sixth, in some cases the pur- 
suit of industrial development initia- 
tives has affected the approach taken to 
meet DND’s operational requirements 
and the scheduling of projects, or has 
affected regular operations. As well, 
because the additional costs of indus- 
trial development initiatives are now 
borne by DND, the funds available for 
other operational requirements are re- 
duced. On the other hand, the desire to 
obtain equipment that exceeds existing 
or planned capabilities elsewhere in the 
world leads to substantial investments 
for the design and production of the 
equipment. 


16.70 Seventh, the amount of vali- 
dation or audit of the benefits achieved 
against the contractual commitments 
seems low. 


16.71 Eighth, the information that is 
reported in Part III of the Estimates 
needs to be significantly improved. 
There is no indication of the costs 
involved for industrial development 
initiatives, and accountability for the 
expenditures is not clear. The industrial 
benefits that are reported in Part III of 
the Estimates for these projects are 
largely the Canadian content of certain 
industrial activities, which are further 
categorized as “direct” or “indirect”. 
Direct Canadian content is simply the 
value of Canadian content in the prod- 
uct being bought by DND and would 
not be viewed as benefits in the sense 
expected by government policy. In- 
direct Canadian content reflects the 
value of future anticipated sales of the 
product being bought, or the Canadian 
content of other non—project related 
goods or services (offsets) that the 
prime contractor will arrange to be 
bought, from Canadian firms. The 
actual net benefit to Canada of these 
offsets has not been defined, and in 
many cases, the anticipated future sales 
have not materialized. To a lesser 
extent, the other direct and indirect 
benefits claimed involve the value of 
technology acquired and the value of 


se 


investments made by foreign firms 
Canada. 


n 


Interviews with Chief 
Executive Officers in 
Industry Reinforce the 
Need for Improvements 


16.72 We interviewed 37 chief 
executive officers (CEOs) or other 
senior executives of 28 firms. Twenty— 
six of these firms are now prime 
contractors or major subcontractors for 
one or more of the active DND major 
Crown projects, and two others are 
firms whose bids on a DND major 
contract were not successful. 


16.73 Although most CEOs believe 
that major Crown projects can present 
opportunities for industrial develop- 
ment, they are very concerned about 
the way the process is being imple- 
mented. In large measure, what the 
CEOs would like to see happen is 
exactly what is required in the govern- 
ment’s procurement policy. 


16.74 The feelings of industry 
leaders about industrial development 
are both very strong and quite consist- 
ent. Although a few of the people we 
interviewed were positive about their 
own experiences in this area, most were 
very critical about the current ap- 
proach. A few firms told us that they 
have seriously considered dropping out 
of dealings with government to avoid 
the problems created by the current 
implementation process. Some CEOs 
argue that Canada would be better off if 
it stopped including industrial devel- 
opment initiatives in government pro- 
curements. Most believe that such 
initiatives are an inevitable part of the 
process, but want them to be better 
managed. At the very least, they would 
like the criteria against which these 
initiatives will be assessed to be clearly 
and completely described before the 
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16.75 In our 1987 Report, we rec- 
ommended that departments identify 
the costs associated with industrial 
development initiatives, where it is 
reasonable to do so. Responses from 
government officials suggested that for 
projects then in progress it was not 
possible to determine these costs. We 
asked CEOs whether they believed it 
would be possible to determine the cost 
of supporting industrial and regional 
goals. Most agreed that these costs 
could be determined and strongly be- 
lieved that they should be. Many of 
them are concerned that companies are 
being encouraged to do things that do 
not make good economic sense and that 
there is no thorough analysis of whether 
or not a proposed industrial develop- 
ment initiative is reasonable. 


16.76 Mostof the CEOs felt that the 
current approach to these initiatives 
was defeating their original intent. 
Many believed that they actually re- 
duced the competitiveness of Canadian 
companies or industry sectors. In some 
cases, foreign firms are encouraged to 
establish capacity that competes with 
existing firms located in Canada, some 
of which were encouraged by the 
government to be in that market area in 
the first place. Sometimes, staff are 
displaced and the original firm with- 
draws from the market area due to a 
lack of orders. In other cases, firms are 
required to break up efficient oper- 
ations, which reduces their overall 
competitiveness. Some CEOs believe 
that firms already located in Canada are 
actually at a disadvantage because they 


bidding process and not changed = Arcturus aircraft. Three of these are being procured through the Arctic and Maritime 
during the competition. Surveillance Aircraft (AMSA) project (see paragraphs 16.60 to 16.62). 
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cannot offer new investment or tech- 
nology transfer. Other examples of 
what was often described as “policy 
schizophrenia” include the refusal to 
approve export permits for products 
that were developed using federal 
resources and the unwillingness to 
use products developed with federal 
support. 


16.77 Canada’s defence require- 
ments in peacetime are usually so small 
that it does not make economic sense to 
set up a production capability to serve 
just this market or to expect a number of 
Canadian firms to compete for this 
market. International markets are very 
competitive, and countries with larger 
demands usually supply their own 
needs. This problem is growing as the 
demand for defence equipment drops 
in response to declining defence 
budgets around the world. In this 
highly competitive market, most CEOs 
feel that Canada needs aclear industrial 
strategy and a stable defence policy to 
guide industrial development initia- 
tives. In the opinion of a number of 
CEOs, government officials need to 
consider entirely new approaches. One 
example of the kinds of things that 
could be considered is the possibility of 
concluding strategic deals between 
nations in which another country might 
supply an entire weapon system, but 
would agree to buy a competitive 
Canadian product. 


16.78 CEOs identified examples of 
what they felt to be successful indus- 
trial development initiatives. When 
asked to identify the factors that made 
them successful, the usual responses 
were that the initiative did not compete 
with existing Canadian production ef- 
fort; that it made good economic sense; 
and that the product was needed in 
Canada and competed successfully in 
foreign markets. 


16.79 The view was often expressed 
that by the time a contract reaches the 
request for proposal stage it is really too 
late to generate strong industrial devel- 
opment initiatives. Most believe that 


earlier planning is needed and that 
mechanisms should be established to 
allow this to occur on a regular basis. 
Many suggested that industry should be 
involved in identifying meaningful 
industrial development opportunities. 
There is a strong view in the private 
sector that we need a fundamental 
review of how industrial development 
initiatives in government procure- 
ments are managed and that we should 
look at different approaches to gaining 
benefits from procurement. 


16.80 In summary, the CEOs con- 
sistently suggested that there was a 
need for a longer-term approach to this 
area, better planning, and rigorous 
analyses of the costs and benefits of any 
initiatives. 


Conclusions 


There Is a Need to Better 
Manage the Relationship 
Between Operational 
Requirements and Industrial 
Development Objectives 


16.81 Had the government procure- 
ment policy been followed more close- 
ly in the projects we audited, the 
primary procurement strategy would 
have been to start with the intention of 
fulfilling DND’s operational require- 
ments in the most cost-effective 
manner. From this basic strategy, the 
departments responsible for proposing 
industrial development _ initiatives 
would then have submitted specific 
proposals, based on an adequate analy- 
sis of the costs and benefits, to place 
Canadian industry in a position to 
realize long-term, sustainable benefits 
that would make them more competi- 
tive internationally. Where adequately 
justified, these proposals would have 
been incorporated in the procurement 
strategy. 


16.82 The costs of any industrial 
development initiatives not considered 
essential to national security are to be 
shared by DND and the departments 


responsible for industrial and regional 
development, with the latter paying a 
significantly larger share. Both DND 
and the department(s) sponsoring the 
industrial development _ initiative 
would have obtained the funds to pay 
for any extra costs involved from 
programs clearly identified for this 
purpose in their respective depart- 
mental Estimates. This would have 
ensured that funding for industrial 
development initiatives would be 
properly approved by Parliament. 
Appropriate arrangements could then 
have been made for the proper tracking 
and monitoring of these initiatives. 
Unfortunately, this process was not 
followed in any of the six projects we 
reviewed. 


16.83 The approach to industrial 
development initiatives used for the 
projects we audited was basically the 
same as the one used prior to the 1986 
policy, even though the expectations of 
the policy are more demanding and 
present greater risks. The new empha- 
sis on direct benefits resulted in pro- 
duction or assembly in Canada by firms 
that had never undertaken projects of 
this type or complexity. It continued to 
be clear to bidders, however, that their 
chances of winning a contract im- 
proved if the industrial benefits offered 
were maximized. 


16.84 Firms were asked to identify 
and propose industrial development 
initiatives, which they would include in 
their bids. Any additional costs asso- 
ciated with the procurement strategy 
would be reflected in the prices they 
submitted. Government officials 
assessed these industrial development 
proposals from the standpoint of their 
likelihood of being achieved. Without 
information on the costs of these initia- 
tives, and in the absence of overall 
objectives and strategies, they could 
not assess them against the objectives 
of the procurement policy. 


16.85 This situation is carried 
through to existing monitoring and 
reporting arrangements. Monitoring 
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and audit is done against the commit- 
ments made in the contracts, and com- 
mitments and results are reported in 
Part III of the Estimates. These reports 
give the impression of extensive indus- 
trial development occurring in Canada 
as a result of these procurements. In 
fact, the direct benefits reported are 
primarily the Canadian content of the 
products acquired, and these benefits 
can be seen as increasing due to things 
like cost overruns, inefficient produc- 
tion arrangements, layers of subcon- 
tractors adding costs and profits, and 
higher overheads. As the Nielsen Task 
Force reported, the benefits expected 
from indirect initiatives such as offsets 
can be unrealistic. 


16.86 None of the procurement 
strategies in the projects examined was 
officially justified by DND as essential 
to the development of a Canadian 
defence industrial base capable of 
sustaining an expansion of the Cana- 
dian Armed Forces, if and when 
needed. However, in some cases, the 
final documents in the procurement 
process indicated that the “Buy Cana- 
dian” strategy would support the devel- 
opment of a defence industrial base. 
Had this been given officially as a 
primary reason for favouring a Cana- 
dian supplier, it would have constituted 
a DND operational requirement. 
According to the government procure- 
ment policy, all costs, whether for the 
equipment or for the enhancement of 
the industrial base, would then have to 
be borne by DND. Under the govern- 
ment policy, industrial development 
initiatives attached to DND projects 
not related to operational requirements 
or the defence industrial base would be 
funded primarily by the sponsoring 
industrial development departments. 
Given that the Canadian Armed Forces 
have been operating for decades under 
a “forces—in—being” concept, without 
any plans for significant expansion, 
any references to a need to develop a 
defence industrial base for Canadian 
military reasons would be particularly 
difficult to justify. 


The problem does not lie 
with the government 
procurement policy. The 
current.procurement 
approach does not 
contain the steps 
necessary to implement 
the policy. 
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16.87 Our audit indicates that there 
is a need to establish a better way to 
manage the relationship between oper- 
ational requirements and _ industrial 
development objectives. The current 
process generates an adversarial pos- 
ture between departments, rather than a 
co-operative one, and has created 
considerable concern in the private 
sector. We believe that if responsibility 
and accountability were clearly de- 
fined, and better processes established 
to discuss tradeoffs between meeting 
operational requirements in the most 
cost-effective manner and achieving 
cost-effective industrial development 
that is long-term and _ sustainable, 
greater overall value for money for the 
Crown could be achieved. 


16.88 Near the end of our audit, in 
June 1992, Treasury Board approved 
the chapter of its Procurement and 
Project Management volume that deals 
with Procurement Review. If implem- 
ented as written, this policy should 
address many of our concerns. 


Recommendations 


16.89 The departments respon- 
sible for industrial and regional de- 
velopment, after consultation with 
the Canadian private sector, should 
develop overall objectives stating 
clearly what is expected to be 
achieved from industrial develop- 
ment initiatives and a strategy to 
accomplish these objectives. 


Department of National Defence’s 
response: DND fully supports the 
essence of this recommendation. 


16.90 The Department of Nation- 
al Defence, in co—operation with the 
departments responsible for indus- 
trial and regional development, 
should start from the standpoint of 
meeting operational requirements 
in a cost-effective manner, regard- 
less of where suppliers are located. 
Given this baseline, the depart- 
ments responsible for industrial 
and regional development should, 


after consulting with the Canadian 
private sector, identify opportunities 
to take advantage of recognized com- 
petitive Canadian sources of supply 
or to establish new Canadian sources 
of supply. These should be subjected 
to an adequate analysis of costs, 
benefits and impacts on DND oper- 
ational requirements and schedul- 
ing. This analysis should consider 
costs, if any, of developing Canadian 
industry to a competitive position, 
the risks associated with pursuing 
these initiatives and the benefits to be 
derived, especially those of a long— 
term and sustainable nature. The 
departments should then recom- 
mend cost-effective options to offi- 
cials and, if necessary, to ministers, 
along with a source of funding, prior 
to issuing requests for proposal. 


Department of National Defence’s 
response: DND fully supports starting 
all equipment acquisition projects 
from the baseline of meeting oper- 
ational requirements in a_ cost- 
effective manner. We also fully concur 
with the balance of the recommenda- 
tion, that a comprehensive analysis of 
the costs and benefits associated with 
industrial development opportunities 
be implemented in each instance 
where they are being considered, and 
that a source of funding be identified. 


16.91 Alternatives should be 
assessed to ensure that adequate 
resources are devoted to planning, 
analysis, validation and audit of in- 
dustrial development _ initiatives. 
This could include recognizing incre- 
mental resource requirements as 
part of the total project costs 
presented to decision makers. 


Department of National Defence’s 
response: The Department agrees that 
adequate resources must be available 
to ensure that the planning, analysis, 
validation and audit of industrial 
development initiatives may be 
effected competently. Any _incre- 
mental cost of these resources should 
be identified as a cost associated with 
industrial projects, to be funded from 


the appropriation of the department 
sponsoring the industrial development 
initiative. 


16.92 To encourage accountabil- 
ity in the pursuit of industrial devel- 
opment initiatives of lasting value 
through DND procurements, offi- 
cials should consider ways of imple- 
menting the government procurement 
policy requirement that any incre- 
mental costs of these initiatives be 
shared by DND and the departments 
responsible for industrial and regional 
development. 


Department of National Defence’s 
response: DND would consider 
sharing incremental costs in those 
instances where they contribute to the 
development of strategic defence 
industrial base requirements. 
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16.93 The departments sponsor- 
ing industrial development initia- 
tives should adequately monitor and 
audit them. The costs and results of 
these initiatives should be fairly and 
accurately reported to Parliament in 
Part III of the Estimates, with a view 
toward achieving consistency in 
presentation over time. 


Department of National Defence’s 
response: DND fully supports the 
essence of this recommendation. 


Department of Industry, Science and 
Technology’s overall response to the 
recommendations: The Department 
of Industry, Science and Technology 
agrees with the thrust of the recom- 
mendations and is undertaking a 
number of initiatives that will deal 
directly with them. 
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Main Points 


17.1 In the previous chapter on Major Capital Projects in the Department of National Defence 
(DND), we focussed on external factors at the beginning of the life cycle. In this chapter, we 
examine the effects of the systems, policies and procedures developed within the Department of 
National Defence that affect value for money in the procurement of major capital projects. 


17.2 We found the Defence Planning and Force Development Process to be deficient in much the 
same way as its predecessor, the Policy Planning Process, which we reported in 1984. In its present 
form, it still does not provide an adequate basis for the unfolding of the Defence Program 
Management System. None of the projects we examined in our statistical sample was based on 
formally approved policy planning documents in the Defence Planning and Force Development 
process, and none had proceeded through the entire process as it is described in official DND 
documents. 


17.3 We found the Defence Program Management System to be ineffective as well as 
cumbersome, and very expensive in terms of the resources devoted to it. The process simply has not 
been followed and did not appear to be workable in practice. These shortcomings, added to those 
identified in the previous chapter related to factors external to DND, have significant adverse 
impacts on the attainment of value for money. 


17.4 Improvement of the Defence Planning and Force Development process is a prerequisite to 
improvement of the Defence Program Management System. 


| AS The program control process for the day-to-day management of the 550 major capital 
projects in the Defence Services Program is not described in the Defence Program Management 
System document or any other official DND document. There is no visible priority system for the 
entire matrix of projects and the Defence Services Program Information System, in its present form, 
does not provide a suitable basis for program control. 


17.6 Most of the problems we observed — late delivery, cost escalation or failure to provide 
equipment that meets the operational requirement — were related to external and internal problems 
generated early in the project life cycle during project initiation. 


17.7 In 1988 we reported that excessive amounts of spare parts were being procured and stocked 
by DND. In this audit, we found that the prices paid were also significantly higher than necessary. 
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Introduction 


17.8 In the previous chapter, we 
focussed on external factors affecting 
DND major capital projects during the 
earliest stages of their life cycle. In 
particular, we focussed on the impact of 
industrial development _ initiatives 
attached to them during the initiation 
phase of the project life cycle. In this 
chapter, we examine the effects of 
DND’s internal systems, policies and 
procedures designed to identify these 
projects, gain approval for them, and 
manage them until the equipment is 
finally delivered. 


17.9 To fulfil the roles and tasks 
assigned by the government, DND 
needs to maintain its equipment and 
replace worn-out or obsolete items. 
This results in an annual expenditure on 
capital equipment of about $2.8 billion, 
or approximately 22 percent of the 
Department’s 1992-93 budget of 
$12.5 billion. 


17.10 The equipment involved can 
be complex and sophisticated, incorpo- 
rating the latest technology in elec- 
tronics, propulsion systems, avionics, 
radar, sonar and computers. To main- 
tain the operational capability required 
by the government, the Defence Ser- 
vices Program, a 15-year capital pro- 
curement plan, included during the 
audit some 550 major capital projects 
(projects costing more than $1.0 mil- 
lion) with a total estimated cost of 
$63 billion. 


Audit Scope 


17.11 To audit DND internal fac- 
tors, we followed the same general 
approach as we did for the external 
factors reported in the preceding 
chapter. We examined the effects of the 
overall systems and processes used to 
manage these projects, starting with the 
beginning of the life cycle and working 
down to the later stages. 


17.12 This part of our audit also 
focussed on value for money in DND 
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major capital projects. It included 
three lines of enquiry. Starting at the 
beginning of the project life cycle, the 
first line of enquiry was Program 
Management. Essentially, this in- 
volved examining the Defence Plan- 
ning and Force Development process 
and the Defence Program Management 
System, the overall process that spec- 
ifies how projects in DND are identi- 
fied and justified until they receive 
Treasury Board approval, following 
Cabinet approval where necessary. 


17.13 Our second line of enquiry, 
which we have called Project Manage- 
ment, focusses on the cost, schedule 
and performance aspects of the equip- 
ment ultimately delivered. In larger 
projects, a Project Manager is 
appointed and assisted by a Project 
Management Office, which can 
involve several hundred people. The 
third line of inquiry involves the feed- 
back processes within and across the 
Defence Planning and Force Develop- 
ment process, the Defence Program 
Management System and the Project 
Management System. This line of 
enquiry is reported as an integral part of 
the sections in this chapter on Program 
and Project Management. 


Observations and 
Recommendations 


Program Management Can Be 
Streamlined 


Managing all projects in the 
Capital Program 


17.14 Program Management as we 
have defined it includes the processes 
and systems through which projects are 
identified, justified and approved. It 
also includes the day-to-day manage- 
ment of the entire matrix of 550 major 
capital projects in DND. 


17.15 During the 1970s, DND devel- 
oped a sophisticated capital project 
acquisition process to ensure that pro- 
posed procurements were fully justified 
in terms of operational necessity and 


In the previous chapter, 
we focussed on the 


effects of external factors 
during the initiation phase 


of the project life cycle. | 
this chapter, we focus on 
factors within the 


n 


Department, starting also 
at the beginning of the life 


cycle and working down 
to the later stages. 
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The Defence Planning 
and Force Development 
process and the Defence 
Program Management 
System form a 
hierarchical, sequential 
process in which broad 
statements of government 
policy are gradually 
transformed into 
increasingly more specific 
statements of what is 
needed to fulfil that policy. 
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government policy, and that the project 
initiation and implementation pro- 
cesses were consistent with central 
agency directives. At the time, DND 
was in the forefront of the federal 
public service in codifying procedures 
to identify and implement major capi- 
tal projects within an overall program 
planning process. 


17.16 The Defence Planning and 
Force Development (DPFD) process. 
The purpose of the DPFD process is to 
transform the roles, missions and tasks 
of government defence policy into a 
required military force structure of 
personnel and equipment. This 
required structure is then compared 
with the existing structure to determine 
the deficiencies that will need to be 
addressed if the Forces are to have the 
capability to perform the missions and 
tasks assigned to them. The process is a 
complicated one that also includes 
strategic assessments, threat assess- 
ments and political and budgetary 
inputs. From the standpoint of major 
Capital projects, the output of this 
process is the identification of capabil- 


ity deficiencies that can be rectified, in 


whole or in part, by acquiring capital 
equipment. It is at this point that the 
Defence Program Management Sys- 
tem takes over and, through a series of 
documents, progressively refines the 
broad statements of deficiency identi- 
fied during the DPFD process until the 
optimum type and quantity of equip- 
ment is defined and Treasury Board or 
Cabinet gives project approval. 


17.17 The Defence Program Man- 
agement System (DPMS). The DPMS 
was originally designed as a capital 
equipment acquisition process. In 
theory it has been adapted to cover all 
DND resource allocation. In practice, 
however, its primary use has remained 
essentially the same as the one for 
which it was originally designed. With 
the passage of time, it has become 
increasingly apparent that it has been 
unnecessarily complex, process 
driven, costly and not entirely 


appropriate for the management of a 
defence capital program. 


17.18 At the end of the Defence 
Planning and Force Development pro- 
cess, the Defence Program Manage- 
ment System commences when a 
document called a Statement of 
Capability Deficiency is raised and 
circulated for approval. 


17.19 Following departmental agree- 
ment that a deficiency as described does 
exist, work commences on a second 
document called a Program Planning 
Proposal (PPP) designed to identify 
broad solutions in terms of equipment, 
personnel and infrastructure. At this 
stage, costs are identified only in rough 
orders of magnitude. Once again, the 
document is circulated for comment, 
amendment and approval. 


17.20 After it has been approved, 
work commences on a document called 
the Program Development Proposal 
(PDP) in which options and impact 
analyses are conducted on the options 
identified in the Program Planning 
Proposal. At this stage it is expected 
that departmental and Treasury Board 
approvals—in-principle will be sought. 
The PDP is circulated for comment, 
amendment and, ultimately, approval. 


17.21 Following the necessary 
approvals for the Program Develop- 
ment Proposal stage, work commences 
to produce a Program Change Proposal 
(PCP) document in which the proposed 
solution (equipment to be procured) is 
defined in detail along with the best 
available cost data and a specific 
schedule for procurement. This docu- 
ment is circulated for comment, 
amendment and approval. Once 
departmental approval has _ been 
obtained, a Treasury Board Sub- 
mission is raised to seek Effective 
Project Approval. 


17.22. Once. Effective - Project 
Approval has been obtained from the 
Treasury Board, following Cabinet 
approval where necessary, Requests 
for Proposal can be issued to qualified 


contractors, either to procure equip- 
ment off the shelf or to have the 
equipment custom made. 


17.23 At the earliest stages of the 
Defence Program Management Sys- 
tem, broad options are considered. For 
example, the provision of supplies to 
front-line troops might be achieved by 
truck, tracked vehicle, helicopters, air- 
craft or some mixture of these. Once 
the appropriate option is selected, it is 
then possible to assess the different 
types and numbers of vehicles or air- 
craft that best meet the requirements. 
The process continues until vehicles 
with specific operational and technical 
qualifications have been identified. At 
that point, it is possible to obtain 
refined cost and delivery schedules and 
issue a Request for Proposal to quali- 
fied contractors. 


17.24 Although in practice there 
may be some opportunities to com- 
mence work on succeeding documents 
in the hierarchy before the preceding 
documents have been approved, in 
theory each step is sequential, because 
the work involved in any one step 
depends on the options and decisions 
taken at the conclusion of the preceding 
step. In theory also, the precise nature, 
type and quantity of equipment needed 
is not clear until the process is com- 
plete. At that time, all of the possible 
options have been assessed progres- 
sively until, following the evaluation of 
the various contractors’ proposals, the 
best equipment for the job at the lowest 
price is purchased. In theory, if the 
entire process is followed, the equip- 
ment finally procured should be the 
least costly and the best suited to fulfil 
the operational requirement. It should 
also be fully justified in terms of 
government policy in an unbroken 
chain of approved documents, which 
have been reviewed and signed by the 
head of every staff organization that 
might need to participate in the 
decision—making process. 


17.25 This appears to be a very 
logical and thorough management 
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process. In practice, there are three 
major problems for a department 
involved in procuring military equip- 
ment. 


The Defence Program 
Management System generates an 
enormous staff workload 


17.26 The first problem relates to 
the enormous staff workload needed to 
implement this cumbersome process. 
Our analysis of all projects over 
$10 million identified in the Defence 
Services Program (DSP) as of February 
1991 revealed that it takes an average of 
1,109 days from the time a project is 
first identified in the DND database 
until the Statement of Capability Defi- 
ciency document is approved. It takes 
an average of 1,107 days for the 
Program Planning Proposal to be 
approved, 1,608 days for the Program 
Development Proposal, 1,332 days for 
the Program Change Proposal, and 394 
days for effective project approval by 
the Treasury Board. These average 
times between individual stages of the 
Defence Program Management Sys- 
tem and the number of times these 
documents are amended and recircu- 
lated provide a good indication of the 
amount of staff effort involved. The 
Defence Planning and Force Develop- 
ment process also consumes staff 
effort, but we were unable to find useful 
hard data similar to that available for 
the DPMS. 


17.27 Although these average times 
between documents are indicative, 
they cannot simply be added together to 
get the average total time from project 
inception to Treasury Board approval 
because, in practice, the DPMS is 
virtually never followed as conceived. 
Only 16 percent of the projects that 
eventually received effective project 
approval had an approved Statement of 
Capability Deficiency or its equiva- 
lent, only 30 percent had a Program 
Planning Proposal and only 33 percent 
had a Program Development Proposal. 
A Program Change Proposal (PCP) was 
approved in 95 percent of the projects, 
primarily because this is the final 


The Defence Program 


Management System has 


almost never been 
followed as designed. 
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approval step in the Department before 
effective project approval is sought 
from Treasury Board following Cabi- 
net approval where necessary. In those 
cases where the DPMS has been com- 
pletely by-passed, the PCPs are gen- 
erally drafted and approved after the 
fact. 


17.28 Because virtually all projects 
skipped at least one of these stages and 
most skipped several stages, only 
3.3 percent of all projects went through 
the complete process. Nevertheless, 
the average length of time between the 
point where a project was first identi- 
fied in the Defence Services Program 
and the point where effective project 
approval was obtained was five and a 
half years. 


17.29 To complicate matters 
further, these documents are frequently 
produced and approved out of 
sequence. For example, the final 
document, the Program Change Propo- 
sal, may be produced and approved 
before a document earlier in the 
sequence, such as the Program Devel- 
opment Proposal or the Statement of 
Capability Deficiency. 


Industrial development initiatives 
attached to DND major Crown 
projects have had an adverse effect 
on the Defence Program 
Management System 


17.30 The second problem, and 
another reason why the actual use of the 
DPMS is not consistent with its design 
concept, relates to our observations in 
the previous chapter concerning the 
current implementation of the govern- 
ment’s procurement policy in the area 
of industrial development initiatives 
attached to major Crown projects (gen- 
erally projects costing over $100 mil- 
lion). At the very earliest stage of the 
project life cycle, the departments 
responsible for procurement and indus- 
trial development are already influenc- 
ing the cost, the timing, the type of 
equipment ultimately selected and, in 
some cases, even the selection of the 
contractor. In some cases, the DPMS 


process is by—passed and contracts are 
awarded on a sole-source basis even 
before DND can properly identify what 
it needs and when it needs it. The 
production of DPMS documents and 
their approval within DND after con- 
tracts have already been awarded 
creates an extra workload and does 
little to ensure value for money. 


Dynamic instability is inherent in 
the basic design concept 


17.31 The third problem relates to 
the dynamic instability that is inherent 
in the basic design concept of the 
Defence Planning and Force Develop- 
ment process and the Defence Program 
Management System. They form a 
hierarchical, sequential process that 
starts with current government policy 
and the current geopolitical situation. 
The force structuring process then 
proceeds on the assumption that the 
armed forces should be structured and 
equipped to deal with missions and 
tasks assigned by government. In 
DND, the project initiation and project 
implementation processes are very 
lengthy, as are the contracting and 
manufacturing processes. It is unreal- 
istic to believe that today’s assessment 
of what constitutes appropriate 
missions and tasks will be the same up 
to ten or fifteen years later when the 
equipment actually arrives in field 
units. Even then, the in-service life 
cycle of military equipment can be as 
long as another twenty or so years 
before replacement. 


17.32 World circumstances and the 
perceptions of governments concern- 
ing what armed forces missions and 
tasks constitute an appropriate 
response to the world situation change 
frequently. As one official in DND 
commented, the Defence Planning and 
Force Development Process “... has the 
potential to be extremely laborious in 
practice and the intervals between 
changes in key inputs — namely gov- 
ernment policies and the military threat 
— are likely to be considerably shorter 
than the time taken to complete the 
entire process... There is a danger, 
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therefore, that a sequential process will 


129. 


degenerate into a state of ‘dither’. 


The force structuring process 
should provide stability 


17.33 It is not practical in peacetime 
for a country as small as Canada to 
attempt to tailor equipment and person- 
nel structures with a 20- to 35—year life 
cycle to every new vision of what tasks 
and missions for the forces are thought 
suitable at any given time. Typically, 
military organizations must be capable 
of dealing with the unforeseen as well 
as the foreseen. Generally, they are 
structured to be capable of responding 
to the most complex and challenging 
role, participation in large-scale com- 
bat on a modern battlefield, in the full 
knowledge that this will also permit 
them to handle less difficult situations 
with relative ease. These structures 
tend not only to be multi-purpose, but 
also flexible in their capability to split 
off and recombine organizational 
elements of various sizes to handle 
specific, relatively short-term tasks 
before they are returned to their parent 
formations for new tasking. 


17.34 The world has just lived 
through a dramatic example of rapidly 
changing geopolitical circumstances. 
The Defence Services Program that we 
audited was based largely on the threat 
posed by the Warsaw Pact as it was 
perceived during the 1970s and 1980s. 
With the benefit of hindsight, it is now 
possible to see that both military and 
civilian strategic assessments had 
failed as a useful prediction of what 
might happen next. The Defence 
Services Program was full of projects 
designed to provide a small, Canadian 
“force—in—being” with sophisticated 
equipment to help stalemate a Warsaw 
Pact onslaught in central Europe. 


17.35 Even when it had become 
obvious over the past two or three years 
that this estimate of what is most likely 
to happen had been unrealistic for some 
time, the Defence Program Manage- 
ment System continued to process 


much the same list of projects. Today, 
the pendulum is swinging rapidly in the 
other direction. The Canadian Armed 
Forces are being reduced and equip- 
ment projects amended or cancelled, 
all in the light of what seems now to be 
the way the world will unfold. It is not 
clear that this forecast of future events 
will be any more accurate or durable 
than the ones that preceded it. 


17.36 In our 1984 Report, we noted 
that the policy planning process in 
DND that is supposed to link govern- 
ment policy and the deficiencies in the 
equipment needed to fulfil that policy 
had never been successfully com- 
pleted. Since that time, the policy 
planning process has been amended 
and made even more complex, but with 
much the same result. Few DND 
projects, if any, proceed through the 
policy planning and DPMS processes 
as they are currently conceived. This is 
not just a matter of skipping steps in the 
process for individual projects where 
they are not absolutely essential, it is a 
failure of the entire process itself. 


17.37  Inresponse to our recommen- 
dations in previous reports, DND has 
been working to develop a suitable 
long-term force structure. We have 
been recommending such a force struc- 
ture as a base for expansion in time of 
serious emergency, during which the 
Reserves could be mobilized and the 
forces expanded through increased 
recruitment. This force structure for 
the longer term, designed for combat 
but reduced in peacetime to a core for 
expansion, would need also to be 
generally suitable for any tasks that 
government might reasonably assign 
over the medium and longer terms. 


17.38 DND_ has _ responded by 
creating a special organization for 
operational planning and force devel- 
opment. Progress has been made, but 
current force structuring still appears to 
be focussed on what is needed for 
specific missions and tasks, and it is 
linked to an equipment acquisition 
process that is still sequential in con- 
ceptand design. As aresult of our work 
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Good program 
management in DND 
requires effective, 
day—to—day monitoring 
and control of the huge 
matrix of the 550 projects 
in the Defence Services 
Program. 
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on this and previous audits, we 
observed that this approach has not 
worked. The obvious alternative is to 
focus on a process that is less scenario— 
dependent. This could involve a gen- 
eral—purpose, flexible structure for the 
longer term that has been designed as a 
basis for expansion if and when needed. 
This would provide the stability that is 
essential for equipment and personnel 
planning and, at the same time, would 
provide Canada with the capacity to 
respond adequately to a wide variety of 
contingencies. Although there are 
indications that DND has been moving 
in this direction over the past several 
years, existing systems still appear to 
function much as they always have. 


17.39 In its work on force struc- 
ture development, DND should focus 
on the longer term and the stability 
that is essential to good equipment 
and personnel planning. This work is 
a prerequisite to the simplification 
and streamlining of the Defence 
Planning and Force Development 
process and the Defence Program 
Management System. 


Department’s response: DND has 
recognized the need to simplify and 
streamline the Defence Program Man- 
agement System, including the 
Defence Planning and Force Develop- 
ment process. To that end, a major 
reorganization, personnel reduction 
and realignment of responsibilities 
was implemented in National Defence 
Headquarters, effective 15 July 1992. 
Procedures for Capital Projects are 
currently under review, and amena- 
ments to the Defence Program Man- 
agement System manual will follow. 


The program control process 
requires improvement 


17.40 Aside from the process 
through which projects are identified, 
justified and approved, good program 
management involves the day—to—day 
monitoring and control of the vast 
matrix of some 550 projects in the 
Defence Services Program. These 


projects, costing altogether some 
$63 billion, proceed through life 
cycles of different lengths. At any 
given time, some are just being 
initiated and others are nearing 
completion. Throughout their life 
cycles they change dramatically as 
requirements change, costs are refined, 
priorities change and schedules for 
planning, production and delivery 
change. Some are cancelled entirely, 
others are postponed well into the 
future and still others are accelerated 
rapidly for one reason or another. 
Fundamental changes in priorities 
within the overall program occur as 
projects fall behind schedule, are 
advanced or are replaced by others to 
balance the expected annual expendi- 
ture indicated in the Estimates. 


17.41 Almost daily or weekly, the 
huge DND matrix of projects experi- 
ences changes that require manage- 
ment attention and informed decision 
making. Failure to respond promptly 
and effectively can prove costly both to 
DND and to the Crown, in terms of 
expensive delays, and funds spent on 
lower-priority projects when they 
could have been made available for 
more urgent projects that would pro- 
vide better value for money. 


17.42 These considerations demand 
a program control system capable of 
recording and monitoring all the 
important attributes of individual pro- 
jects and the changes in these attributes 
as projects move through their individ- 
ual life cycles. This information would 
need to be condensed and suitably 
presented to senior management in a 
timely fashion and in a suitable form 
that would ensure that corrective action 
could be initiated immediately when 
significant changes occurred. 


17.43 Although official DND docu- 
ments describe the DPMS process in 
great detail, we did not find any 
description of how the complex busi- 
ness of managing the entire program of 
individual projects is to be achieved. 
The Defence Services Program 
Information System (DSPIS), a huge 


database that records the details of 
projects as the various approval docu- 
ments are submitted and reviewed by 
the Program Control Board, does pro- 
vide information on the Defence Ser- 
vices Program, but the system is not 
designed to give senior management 
the kind of information needed to 
manage the program efficiently. There 
is some form of priority setting within 
the army, navy and airforce but, over- 
all, we did not find a comprehensive or 
efficient process for setting and amend- 
ing priorities or for the day—to—day 
monitoring and management of the 
entire Capital Program. 


17.44 Animproved system for the 
day-to-day management of the 
Defence Services Program should be 
designed and incorporated in the 
Defence Program Management 
System. 


Department’s response: Procedures 
for the management of the Defence 
Services Program, including regular 
review by responsible resource man- 
agers and Force Development staff, are 
in place and are reported to the Program 
Control Board. The amendment to the 
Defence Program Management System 
manual, referred to previously, will 
include these procedures. 


17.45 The DSPIS, and in particular 
the process that feeds it, is cumbersome 
and not well suited to assist the efficient 
day-to-day management of the 
Defence Services Program. We found 
that it was almost impossible to obtain 
aggregated historical information 
from the DSPIS to monitor actual 
performance and isolate problem areas 
and trends for management purposes. 


17.46 The Defence Services Pro- 
gram Information System should be 
redesigned and made more suitable 
for day-to-day management of the 
program. It should be designed to be 
connected to project management 
information and reporting systems. 


Department’s response: Defence Pro- 
gram Management System reform 
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studies will lead to the identification of 
streamlined processes that should sig- 
nificantly improve the quality and the 
rate of inputs to the Defence Services 
Program Information System data 
base. 


17.47 There does not seem to be an 
overall system of priorities that would 
facilitate efficient program manage- 
ment and there is no direct feedback 
from the information in the Project 
Management Office databases to a 
database that could be used for program 
management. 


17.48 Asystemof priorities should 
be established and managed for the 
entire Defence Services Program. 


Department’s response: A system of 
priorities does exist in the Department 
as evidenced through the Canadian 
Forces Development Plan and 
Defence Services Program update 
process utilized under normal man- 
agement conditions. Under Vice- 
Chief of the Defence Staff control, the 
Department is about to begin Defence 
Program Management System reforms 
that will, by mid—1993, provide the 
basis for the full documentation of 
these primary and the numerous 
supporting management processes 
currently in place. For emergency 
operations, the J3 Crisis Action Team 
system has demonstrated that priority 


issues can be_ successfully dealt 
with within extremely tight time 
constraints. 

Project Management 


Concerns Are Often Linked 
Back to Program 
Management 


17.49 Our entity for this line of 
enquiry consisted of all DND projects 
currently under way between $1 mil- 
lion and $1 billion that also have had 
deliveries of equipment under the con- 
tract. Because of their size and magni- 
tude, we examined major Crown 
projects over $1 billion separately, 
using a judgmental sample. The entity 
subjected to dollar—unit sampling 


Although the Defence 

Program Management 
System is described in 
great detail, we did not 
find any description of 

how the complex 


business of managing the 


entire program of 


individual projects is to be 


achieved. 
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Virtually all of the projects 
we examined in our 
representative sample 
experienced schedule 
delays and several had 
significant cost 
escalations. 


Exhibit 17.1 


List of Projects Examined 


Project Name 


Airfield Damage Repair $ 34.9 
Canadian Towed Array Sonar System 128.2 
Canadian Electronic Warfare Systems Op}.6! 
CF-18 Air-to—Air Missiles 337.7 
Heavy Logistics Vehicle Wheeled 379.1 
Torpedo Defence System 13.5 
Automated Data Processing — Foundation Group of Systems 217.7 
Maritime Air/Sea Torpedoes 84.1 
North American Air Defence Modernization 1,288.9 
Low Level Air Defence 1,077.7 
Tribal Class Update and Modernization Project 1,380.7 
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consisted of 60 projects, amounting to 
approximately $3.8 billion, in which 
end products had actually been deliv- 
ered. Our statistical sample for exam- 
ination included eight projects with a 
total project value of $1.25 billion. In 
addition, we examined three very large 
projects over $1 billion each for a total 
project value of $3.75 billion, to extend 
the sampling process to this category. 


17.50 The projects selected for 
examination and their associated pro- 
ject costs are shown in Exhibit 17.1. 


17.51 Although DND considers that 
project management commences as 
soon as the requirement for a project is 
first identified, the Project Manager 
plays a subordinate role to the Project 
Director during the project initiation 
phase. The Project Manager’s primary 
responsibilities during the imple- 
mentation phase include contract man- 
agement in conjunction with the 
Department of Supply and Services, 
schedule monitoring and management, 
control of change orders, approval of 
progress claims for deliverables, 
quality control and acceptance. 


17.52 The projects we examined in 
our sample were either off-the-shelf 
purchases or turn—key procurements, 
in which a prime contractor is respon- 
sible for all project management and 


Estimated 
Project Cost 
(in 1990-91 — millions) 


$ 4,997.8 


for delivery of the final product within 
time, cost and performance parameters 
spelled out in the contract. We believe 
that this is typical of the 60 projects in 
the population of projects in which end 
products have actually been delivered. 


17.53 These kinds of projects do not 
require extensive day-to—day manage- 
ment of all of the details of the produc- 
tion process by the DND project 
management team. In the turn-key 
projects, this is the responsibility of the 
prime contractor. Off—the-shelf pur- 
chases require relatively little detailed 
project management. In effect, the 
DND project management team exists 
primarily to monitor the progress of the 
project and to inform senior decision 
makers in the Department if significant 
difficulties arise that might jeopardize 
compliance with the contract. This is 
not to minimize the serious responsibil- 
ities of these teams, but merely to point 
out that they exist primarily to monitor 
the results of the prime contractor’s 
project management efforts. 


17.54 We found that virtually all of 
the projects we examined experienced 
schedule delays and, in several cases, 
significant cost escalations. The rea- 
sons varied from project to project, but 
in almost every case the problems 
stemmed from the shortcomings very 
early in the project life cycle during the 
project initiation phase — shortcomings 
that were described in the previous 
chapter and in the section of this 
chapter dealing with Program Manage- 
ment. There were also instances of 
significant adverse effects caused by 
the industrial development initiatives 
early in the project life cycle. None of 
these projects followed the DPMS 
process from the policy planning pro- 
cess throughout their life cycles and 
most were subject to several changes in 
priority, scheduling and cost before 
they were finally approved. None of 
the schedule changes or cost increases 
appear to have been caused by the DND 
project management process after the 
Project Managers assumed prime 
responsibility for the projects. 


17.55 Although we did not note any 
significant cases of failure to deliver 
products that met the technical and 
operational requirements, some of the 
larger projects are still in progress and 
some have not yet been fully accepted 
by DND. 


There is an Opportunity to 
Reduce the Costs of Initial 
Provisioning Spare Parts 


17.56 In 1988, we reported that 
excessive amounts of spare parts were 
being procured and stocked by DND. 
This was particularly true of initial 
provisioning spare parts. In this audit, 
we concentrated on the prices paid for 
initial provisioning spares. 


17.57 Initial provisioning essen- 
tially involves the acquisition of suffi- 
cient spare parts to allow the operation 
of the weapon system for an initial 
period, usually two years. In some 
Cases it is necessary to buy a lifetime 
supply, if these spares will not be 
produced after the weapon system is 
delivered. 


17.58 . DND through the Department 
of Supply and Services normally 
acquires these initial provisioning 
spares from the prime contractor, to 
minimize overall project risk to the 
Crown by ensuring that the prime 
contractor’s total system responsibility 
and warranty against defects are main- 
tained. As arule, the prime contractor is 
asked to identify the kinds and quan- 
tities of spare parts that should be 
bought as initial provisioning spares. 
The lists of spare parts proposed by the 
prime contractor are scrutinized by 
DND officials from the standpoint of 
the numbers required, their costs, the 
authorized DND operational plan, and 
its weapon system maintenance plan. 


17.59 These initial provisioning 
lists can be extensive. In some cases, 
they run to tens of thousands of differ- 
ent kinds of spare parts. Some spares 
are very complex and expensive and 
others are as simple as nuts and bolts. 
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Given the complexity of these lists and 
the specialized knowledge of the con- 
tractor’s staff involved in the design 
and production of the complete piece 
of equipment, government officials 
reviewing the lists can be at a disadvan- 
tage regarding detailed knowledge of 
items, open market prices and mean— 
time—between-failure assumptions for 
any new equipment that does not yet 
have a serviceability record based on 
actual usage. In an effort to reduce this 
disadvantage, DND uses a broad range 
of expertise to challenge the accuracy 
and applicability of all contractor data 
and to make procurement decisions. 


17.60 We obtained a listing from 
DND of all initial provisioning contracts 
in effect at the time of our audit. The 
contracts date from as early as 1982 and 
have a total cost of $657 million. 


17.61 We selected a statistical 
sample to make price comparisons. 
Two kinds of comparisons could be 
made: 


— comparing the item purchased to an 
identical item sold elsewhere at the 
same time; and 


— comparing the item to commer- 
cially available items with similar 
capabilities (value engineering 
analysis). 


17.62 We focussed only on the first 
comparison, and limited ourselves 
only to those parts where price com- 
parisons could readily be made. This 
involved $158 million in spare parts 
contracted over a ten-year period. We 
compared the prices paid by DND with 
the listed prices of the same items 
available for sale or actually paid by the 
U.S. Department of Defense. 


17.63 We recognize that the actual 
price that Canada would have paid for 
these items may differ from those we 
compared, but our analysis indicates 
that those prices are generally reliable. 
We also recognize that alternative 
sourcing does not take into account 
certain risks such as availability of 
specialized items, configuration con- 
trol and warranty considerations, as 


We compared prices paid 


by DND for initial 
provisioning spare parts 
with the listed prices of 


items available for sale or 


actually paid by the U.S. 
Department of Defense. 
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Our analysis indicates 
that there is an 
opportunity to reduce the 
amount paid for initial 
provisioning spare parts 
by using modern 


technology. 


Exhibit 17.2 


Implementation Within DND 


well as any additional costs associated 
with administrative overhead. 


17.64 The results of our analysis are 
contained in Exhibit 17.2. The differ- 
ences between the prices paid by DND 
and the prices indicated in these other 
sourcing alternatives varied widely, 
but in the majority of cases exceeded 
50 percent. We recognize that the tools 
and technology were not available 
when most of these initial provisioning 
contracts were put in place and that 
there is some uncertainty about 
whether the items could have been 
bought for the lower price. We believe, 
however, that our analysis indicates 
that there are more cost-effective alter- 
natives for purchasing spares. 


17.65 BothDND and the Department 
of Supply and Services are taking steps 
toward improving their procurement 
approach. For example, DND is imple- 
menting the Buy Our Spares Smarter 
(BOSS) project. In addition, in April 
1991 Supply and Services began imple- 
menting a Canadian Item Information 
Service that includes spare parts pricing 
and sourcing information for both U.S. 
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Number of Cases 


and Canadian defence requirements. We 
believe that it is important that these 
initiatives be expanded and reinforced, 
since even a 10 percent reduction in 
initial provisioning procurement costs 
could result in savings in excess of 
$20 million each year. 


17.66 The departments of 
National Defence and Supply and 
Services should reconsider the prac- 
tice of procuring initial provisioning 
spares primarily from the prime 
contractor and _ consider other 
options, including acquisitions 
directly from the original equipment 
manufacturer, the United States 
Department of Defense and other 
cost-effective suppliers. Cost com- 
parisons similar to the one used for 
this audit should be adopted, pref- 
erably prior to contract award, for 
all procurement of initial provision- 
ing spares. Value engineering analy- 
sis should also be carried out as part 
of the specification process to ensure 
that the most cost-effective part is 
being procured. 


Department of National Defence’s 
response: DND will reconsider the 
practice of procuring initial provision- 
ing spares only from the prime con- 
tractor. Furthermore, DND_ will 
expand the use of the BOSS project in 
the initial provisioning process and 
investigate the applicability of the 
value engineering analysis, sampling 
and cost comparisons in the initial 
procurement of spare parts. 


Department of Supply and Services’ 
response: We agree with the Auditor 
General’s recommendation under 
17.66. On a case-by-case basis this 
will be taken into account when devel- 
oping the procurement strategy for all 
new major Crown projects. 


Supply and Services will continue to 
extend the use of the Item Information 
System, which was implemented in 
April 1991 to do cost comparisons 
similar to that conducted by the 
Auditor General. 
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Main Points 


18.1 The Canadian Forces Reserves are an essential component of the armed services. Reserves 
now cost about $750 million each year, and by the year 2000 will represent 46 percent of Canadian 
Forces personnel. Recent policy changes call for a revitalized Reserve that will play a more 
important role. 


18.2 Our audit indicates that the Reserve system as it is presently constituted provides only 
limited military capability. The Department of National Defence has recognized many fundamental 
problems that must be addressed. 


18.3 The Department will need to fill many gaps in planning. In particular, it will need to 
determine the most cost-effective roles and employment patterns for Reservists. Our audit indicates 
that, under the existing model, most of the cost advantage expected from the largest Reserve 
component is lost. The Department also needs to devise policies that will ensure reliable turnout of 
Reservists for training and in emergencies. 


18.4 Existing human resource management processes for the most part do not respond to the 
part-time nature of the Reserves. Reserve occupations, training and promotion standards are 
disconnected from operational requirements, and training and promotion standards are not enforced. 
Systems, although under review, have not been designed to accommodate the limited availability of 
Reservists. With notable exceptions, the same applies to recognition of Reservists’ civilian skills. 


18.5 We identified problems with the acquisition of supplies, equipment and facilities that also 
reinforce the need for an approved and affordable plan for the Reserves. Capabilities are 
compromised because of funding problems, and the full rationale for projects is hard to determine in 
many cases. 


18.6 Accountability for Reserve performance, both within the Department and to Parliament, 
needs to be dramatically improved. 


18.7 The Canadian Forces recognize that overcoming these problems will probably be one of 
their greatest challenges over the next decade. Major reorganization, human resource management 
and re-equipment programs are being undertaken to address many of the issues raised by this audit. 
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Introduction 


18.8 Historically, the Reserves 
have formed an essential part of the 
Canadian Forces. Before the Second 
World War, the Regular Force was 
primarily a cadre for training the 
Reserves and never numbered more 
than a few thousand. The Reserves 
outnumbered the Regulars immedi- 
ately after World War II, but with the 
coming of nuclear weapons military 
forces had to be ready to fight a war that 
might be measured in a few days or 
even hours. As a result, the Regular 
Force became the dominant compo- 
nent of the Canadian Forces and the 
Reserves entered a prolonged period of 
decline. They were not included in all 
aspects of the unification of the armed 
forces, and they continued to have 
separate management systems and 


practices, especially for human 
resources. 
18.9 The isolation of the Reserves 


resulted in long-term, systemic prob- 
lems that the Department has only 
recently begun to address. Many of the 
deficiencies noted in our audit will 
require considerable time to correct 
and are beyond the capability and 
authority of Reserve units and head- 
quarters in the field to resolve. In many 
cases, a service—wide solution is 
required. 


18.10 The Department’s current 
policy makes it critical that the 
Reserves be an operational part of a 
Total Force. The Department is inte- 
grating Regulars and Reserves at the 
same time as it reviews and modifies 
the overall structures of the Depart- 
ment and the Canadian Forces. 


18.11 Canada’s armed forces are 
made up of the Regular Force — about 
84,000 individuals who serve full time 
— and about 76,000 Reservists, 
including: 


e 29,000 Primary Reservists who 
average about 60 days of service 
each year. The Primary Reserve 
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consists of the Naval Reserve, the 
Militia, the Air Reserve and the 
Communication Reserve; 


e the Supplementary Reserve, a pool 
of former members of other Cana- 
dian Forces components who could 
be called upon in an emergency. It 
has two parts: a Supplementary 
Ready Reserve of about 10,000 
who have volunteered for early 
service in any emergency and who 
have “reasonably current” military 
skills, and a Supplementary Hold- 
ing Reserve of 28,000 who are 
neither current in skills nor 
immediately available; 


@ the Cadet Instructors List of 6,400 
officers whose primary duties are 
the supervision, administration and 
training of Sea, Army and Air 
Cadets; and 


e about 2,500 Canadian Rangers who 
provide a military presence in 
sparsely settled, northern, coastal 
and isolated areas of Canada that 
cannot be covered conveniently or 
economically by other elements of 
the Canadian Forces. 


18.12 The Reserves are managed 
within the context of the “Total Force” 
concept. This means that units may be 
formed from Regulars and Reserves 
working together as with Militia and 
Air Reserve squadrons; or they may 
exist separately but work within the 
same operational organizations, as 
with the Naval Reserve. Total Force 
has been the policy of the Department 
since 1971, but until 1987 the primary 
job of the Reserves was to augment the 
Regular Force. “Augmentation” 
means taking Reservists from their 
units and employing them in positions 
in the Regular Force structure. The 
1987 White Paper, Challenge and 
Commitment: A Defence Policy for 
Canada, redefined “Total Force” to 
emphasize the assignment of unique 
wartime roles to Reserve forces. 


18.13 The Department has _ not 
defined Total Force in detail, instead 
allowing each Command to decide how 


The isolation of the 
Reserves resulted in 
long-term, systemic 
problems that the 
Department has only 
recently begun to 
address. Many of the 
deficiencies noted in our 
audit will require 
considerable time to 
correct and are beyond 
the capability and 


authority of Reserve units 


and headquarters in the 
field to resolve. In many 
cases, a service-wide 
solution is required. 
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it would implement the concept. Each 
Command selected its own path within 
the general policy, based on its unique 
needs and previous force development 
planning. 


18.14 In September 1991, the Min- 
ister of National Defence made a new 
statement of defence policy that 
responded to international changes, 
principally the collapse of the Warsaw 
Pact and the decline of the Soviet 
Union. The Minister reaffirmed the 
doctrine of “‘Total Force”, announcing 
a decrease in the Regular Force and an 


Reserves form an important 
part of Canada’s defence (see 
paragraphs 18.8 to 18.11). 


eventual increase of the Primary 
Reserve from 29,000 to 40,000 by 
2006. The Supplementary Ready 
Reserve would increase from 10,000 to 
25,000 by 1994. The Minister reaf- 
firmed major programs announced in 
the 1987 White Paper to re-equip the 
Reserves. 


18.15 Reserves are growing in 
importance and are becoming an 
increasingly large portion of the Cana- 
dian Forces. The Primary Reserve and 
the Supplementary Ready Reserve 
now provide 32 percent of the armed 
forces overall. By the year 2000 this 


will grow to about 46 percent. Total 
Reserve expenditures for 1991-1992 
were estimated at $742 million includ- 
ing capital equipment and assigned 
overheads. 


Previous Studies 


18.16 Since the Korean War, Parlia- 
ment and the Department have made a 
series of attempts to reform and reor- 
ganize the Reserves, especially the 
Militia. There have been seven depart- 
mental reviews of the Reserves. In 
addition, they were reviewed in 1980 
by the Minister’s Task Force on Uni- 
fication; in 1981 by the House of 
Commons Standing Committee on 
External Affairs and National Defence; 
in 1982 by the Senate Sub—Committee 
on National Defence; for the 1987 
White Paper; and in 1989 by the Senate 
Special Committee on National 
Defence in its review of land forces. 


18.17 These studies and reviews 
have repeatedly sought to define clear 
roles for the Reserves consistent with 
their character as part-time volunteers; 
to improve security of their civilian 
jobs and increase public support; and to 
improve their training and equipment. 


18.18 This is our Office’s first audit 
of Canada’s Reserve Force. However, 
our previous audits of the Regular 
Force have commented on defi- 
ciencies in shared command, manage- 
ment and administrative systems. In 
particular, we have pointed out that the 
Department lacked a peacetime force 
structure for the longer term and rec- 
ommended it develop one that was 
consistent with defence policy and 
available funding. 


Audit Scope 


18.19 The scope of our audit 
included the Primary Reserve and the 
Supplementary Ready Reserve. We 
did not audit the Cadet Instructors List, 
the Canadian Rangers or the Supple- 
mentary Holding Reserve. We com- 
pleted our examination work in 
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December 1991, and updated our 
report in response to departmental 
comment in July 1992. 


18.20 We assessed the Reserves 
against a basic criterion: do they 
provide adequately trained and 
equipped forces in sufficient numbers 
to meet their assigned responsibilities 
with due regard to economy and effi- 
ciency? We linked observations at this 
level back to the Department’s overall 
processes for policy, planning and 
resource allocation. 


18.21 Our audit included tests and 
examination work at all the Command 
Headquarters. We based a significant 
portion of our detailed audit testing on a 
sample of 38 units in all four Commands 
— Maritime, Mobile, Air and Com- 
munication. Our tests of human resource 
management included a survey on per- 
sonnel management practices, sent to all 
5,200 members of the sample units. We 
also visited Canadian Forces Training 
System Headquarters, Militia Area 
headquarters and schools that deliver 
Reserve training. Eight members of the 
audit team observed the ONGUARD ’90 
exercise, and one member observed 
OCEAN SAFARI ’91. 


18.22 As we have already pointed 
out, each Command employs its 
Reserve component differently and, to 
a significant degree, manages its 
Reserves separately. Care should be 
taken in reading this chapter not to 
extrapolate results beyond the Com- 
mands that we assessed or to assume 
that all Commands are identical. 


Observations and 
Recommendations 


18.23 Implementing the Total Force 
policy and managing the Reserves 
effectively and efficiently will be one 
of the greatest challenges facing the 
Canadian Forces over the next decade. 
Our audit of the Reserves identified 
serious problems, which the Depart- 
ment of National Defence recognizes it 
must address over the next several 


Our audit of the Reserves 


identified serious 
problems, which the 
Department of National 
Defence recognizes it 
must address over the 
next several years. The 
Department has several 
major initiatives under 
way to deal with many of 
these issues, | 
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Exhibit 18.1 


Planners Must Make 
Several Trade—offs 


Preparation 


Large 
Groups 


Single 
Individuals 
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years. At the time of our audit the 
Department had several major organiz- 
ational, human resource management 
and re—-equipment initiatives under 
way to deal with many of these issues. 


The Planning Framework for 
Reserves Needs to Be 
Strengthened 


18.24 Having a _ cost-effective 
Reserve force requires good planning. 
The Department must employ 
Reserves in roles for which they are 
well suited. Planners and decision— 
makers must know what various 
options will cost and what they will 
produce, so that they can choose 
wisely. They must also have an effec- 
tive means of keeping plans current in 
response to changes inside and outside 
the organization. 


18.25 We examined plans for the 
Reserves made since the 1987 White 
Paper, especially those defining the 
“Total Force.” We found that there 
were significant deficiencies, both in 
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Civilian-like Jobs —————— Combat Occupations 


To effectively employ Reserves, officials must choose the appropriate type of job, size 
of team, and degree of readiness (illustration is approximate only). 
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these plans and in the planning systems 
that produce them. 


The roles for Reserves should be 
reviewed 


18.26 Reservists can be employed in 
a variety of functions, from combat 
tasks to rear—area support. They can 
also be at various degrees of readiness, 
available on short notice or later in an 
emergency. They can be used to 
augment the Regular Force as individ- 
uals, in small teams, or in entire units of 
hundreds of men and women. Exhibit 
18.1 illustrates the trade-offs that must 
be made. 


18.27. Our audit showed that the 
Department has based decisions of this 
kind on historical practice or on par- 
ticular requirements, without ever 
fully assessing the use of Reserves 
overall. Although the Department has 
monitored experience of other 
countries in using Reserves, it has not 
conducted a comprehensive analysis of 
the employment of Reserves in the 
Canadian Forces. 


18.28 We found that the Department 
did not adequately define how 
Reserves would be employed before 
redefining “Total Force” as the basis 
for the White Paper. The Department 
did not carry out a fundamental review 
of peacetime and wartime tasks to 
make the most appropriate allocation 
of Reserve and Regular forces, in either 
separate or combined units. We did 
find, however, that Maritime Com- 
mand reviewed major roles for the 
Reserves, although it did not formally 
analyze options. Each of the four 
Commands has a different concept of 
Total Force, but no Command has 
systematically considered the costs 
and benefits of particular uses of its 
Reserves before assigning tasks. In 
Mobile Command, we found no 
documented justification for the exist- 
ing mix of units, either by type or by 
number. Mobile Command considered 
aseries of employment concepts before 
it accepted the current concept in fall 
1991, but it has not yet determined the 


final composition and structure of the 
Militia. 


18.29 At the time of our audit, 
Mobile Command was reviewing 
Reserve capabilities and land force 
requirements to design an organization 
based on current operational require- 
ments. The Command intends to 
complete the project by February 1993. 


Cost and benefit relationships need 
to be assessed 


18.30 Measuring  cost-effective- 
ness requires a comparison of the 
Regular Forces’ combat capability 
with that of the Reserves, and a com- 
parison of the resources required by 
each to achieve that capability. We 
found that the Department does not 
know the true costs and capabilities of 
the Reserves or how they compare with 
Regular Forces, because its accounting 
and management information systems 
cannot readily produce the necessary 
data. Individual Reservists are usually 
paid less than Regular Force members, 
but we could find no analysis to support 
the Department’s assumption that, col- 
lectively, Reserves cost significantly 
less than Regulars for a comparable 
level of capability. 


18.31 To test that assumption, we 
looked for an element of the Reserves 
that was roughly comparable to some 
portion of the Regular Force. We 
decided to study the Militia in Land 
Forces Central Area, which is intended 
to produce three Reserve combat arms 
battalions. We compared the costs with 
those of three Regular Force battalions. 


18.32 We found the Regular Force 
units in our case study to be less than 
10 percent more expensive to maintain 
than their Militia counterparts. Com- 
paring capability, however, we noted 
that members of the Reserves are not as 
well trained or as operationally ready as 
those in the Regular Force. 


18.33. Similarly, a preliminary 
departmental study of the Air Reserves 
concluded that, once readiness levels, 
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turnout and attrition are taken into 
account, it may not be cost-effective to 
employ Reserves in some roles to 
which they have been assigned. 


18.34 Other factors besides cost 
may impact on how Reserves are 
employed; these should be considered 
in assessing cost-effectiveness. They 
include the perceived benefits of 
improved links between the Canadian 
Forces and civilian society, and pos- 
sible military advantages such as 
speedier mobilization. Such benefits 
currently are not evaluated or formally 
reported. 


18.35 The United States Depart- 
ment of Defense estimates that it can 
field fully equipped Reserve units for 
between 20 and 85 percent of the cost of 
similar Regular formations, depending 
on their type. The Canadian Forces 
have yet to approach such savings, 
although more efficient organization 
and reduced attrition would certainly 
increase the cost advantage of Cana- 
dian Reserves. Clearly, the Depart- 
ment needs to address the question of 
the most cost-effective roles for the 
Reserves. 


Assumptions about budgets were 
optimistic 


18.36 We found that the Department 
had based its plans for the Reserves on 
optimistic budget estimates. Officials 
planning the 1987 White Paper esti- 
mated that an increase of 4 percent 
every year for 15 years would be 
needed to support the force being 
planned. They warned that restricting 
the increase to 2 percent a year would 
result in a $31 billion shortfall overall, 
requiring a substantial decrease in 
force levels and a withdrawal from 
Europe. 


18.37. The government, however, 
based the 1987 White Paper on a 
2 percent increase, plus unspecified 
“bumps” to be negotiated in subse- 
quent years. These “bumps” were not 
forthcoming, and federal budget reduc- 
tions from 1989 on have meant that 
National Defence expenditures have 


Each of the four 
Commands has a 
different concept of Total 
Force, but no Command 
has systematically 
considered the costs and 


benefits of particular uses 


of its Reserves before 
assigning tasks. 
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increased by only a fraction of 1 percent 
since 1987. This resulted in significant 
shortfalls in programs for Reserve 
equipment and facilities. 


Measures to ensure reliable 
availability of Reserves need 
improvement 


18.38 The “Total Force” planned by 
the Department requires that large 
numbers of Reservists turn out reliably 
for training and for emergency duty. 
Unlike previous plans, which viewed 
Reserves primarily as individuals to 
augment a large full-time force, Total 
Force plans assign entire roles to 
Reserve units who must therefore train 
and turn out together. We found, 
however, that the terms of service set 
out for Reserves in the National 
Defence Act do not fully support the 
Total Force concept, and the Depart- 
ment has not taken the management 
measures needed to overcome this 
problem. 


18.39 The United States prevents 
employers from penalizing Reservists 
for absence due to training or emerg- 
ency service, and Australia, Britain and 
New Zealand protect Reservists during 
an emergency call-out. Unlike them, 
Canada does not have legislation to 
protect the jobs of Reservists who 
volunteer to serve. It relies instead on 
the voluntary support of employers. 
The Department recognizes that a gap 
exists in federal government policy 
and, at the time of our audit, was 
working on a proposal for job protec- 
tion legislation for emergencies only. 
The work completed thus far would 
allow the Department to reduce its 
response time in an emergency. 


18.40 Under the National Defence 
Act, members of the Reserves are not 
on active service when in Canada, and 
cannot, in practice, be compelled to 
train or serve unless placed on active 
service by an order-in-council. There 
is no legal impediment to issuing an 
order—-in—council, but it would be 
unprecedented. The government has 
not placed the Reserves on active 


service since World War II. Officials 
told us that they viewed issuance of an 
order—in—council as a political matter: 
if the government were unwilling to 
act, it would have to accept a lesser 
military response. 


18.41 The policy basis for Reserve 
service thus relies solely on the individ- 
ual to turn out for training and for duty, 
while providing no security for volun- 
teers’ jobs or income or the well-being 
of their families. 


18.42 We believe that the Depart- 
ment needs to make greater efforts to 
develop other means of ensuring turn- 
out for training and operations. The 
Department has a National Employers 
Support Committee of prominent vol- 
unteer business leaders who encourage 
employers to allow Reservists time off 
for training and service. But the 
Department has provided the Commit- 
tee only minimal staff support. The 
Department has assigned four full— 
time individuals to the program and 
plans to add 15 officers who would 
work two days a month. This secre- 
tariat has no advertising budget and has 
only a small budget to fund familiari- 
zation visits by employers. Officials 
could identify only 19 firms that sup- 
port Reserve service. The Department 
does not know who employs incumbent 
Reservists. 


18.43 The Department has also not 
taken a full and adequate range of 
measures to make turnout more reli- 
able. Unit commanders often do not 
dismiss individuals from the service for 
non—attendance until long after they 
stop meeting the Canadian Forces’ 
definition of an “effective” member. 
Contracts or undertakings with Reser- 
vists to require their reliable turnout for 
training are not used, nor are Reservists 
informed on enrolment about the 
Department’s expectations in the event 
of acall—out. The Department has done 
little to make training as convenient for 
typical working people as for students, 
who are available for lengthy training 
during the summer. 


18.44 Although Reservists have 
responded well to a number of rela- 
tively small-scale taskings, the 
Department has estimated that only 
about a third of Reservists would turn 
out during an emergency. Unit com- 
manders we surveyed estimated that 
less than half would turn out for a 
combat assignment outside Canada. 
As we show later in this Chapter, many 
of those who would turn out would not 
be trained to the necessary standards, in 
part because they may have been 
unavailable to undertake the required 
training. 


Planning processes can be 
improved 


18.45 Beginning in 1984, our audit 
reports have recommended that the 
Department of National Defence 
develop an affordable force structure 
plan on which to base management 
decisions. The Department’s manage- 
ment process requires the Department 
to transform policy guidance and con- 
cepts into a detailed force development 
plan. In 1988 the Department issued a 
provisional development plan, but was 
unable to update and complete it in 
1989, 1990 or 1991. The same gaps 
remain that were identified in 1987 at 
the end of the White Paper develop- 
ment process and detailed in the devel- 
opment plan. 


18.46 We attempted to find out 
whether the Department had devel- 
oped any further plans before the 
Minister’s September 1991 statement 
on defence policy, which dramatically 
changed many existing commitments 
and forces. Department officials could 
not provide us with force structure 
plans or analyses on which the Min- 
ister’s statement was based. They did 
show, however, that basic alternatives 
had been “modelled” to ensure that the 
total number of people would fit within 
budget limits. We reviewed the guid- 
ance document issued by the Chief of 
the Defence Staff to senior personnel 
charged with producing the new plan. 
It instructs planners to adopt the exist- 
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ing Regular/Reserve ratios which we 
found had not been based on systematic 
analysis. 


18.47 In July 1992 the Department 
issued a draft Canadian Forces Devel- 
opment Plan that is intended to be the 
baseline planning document for coher- 
ent resource planning. The Depart- 
ment recognizes that much more work 
remains to be done to overcome the 
limitations of the plan. This work 
includes: identifying the war and peace 
establishments, and the positions 
within the establishments for the 
Reserves; defining readiness require- 
ments; and assessing the affordability 
of the Development Plan. The Depart- 
ment has set an objective of issuing a 
final Canadian Forces Development 
Plan in December 1992. Officials told 
us that they intend to adjust the plan 
annually in response to an annual 
defence policy statement by the Min- 
ister. 


18.48 The Department should 
employ Reserves in the most cost-— 
effective manner. In particular, the 
Department should: 


e develop cost-effective employ- 
ment concepts and an affordable 
force structure for the Reserves. 
Factors such as the rationale for 
Reserves, objectives achieve- 
ment, cost-effectiveness and 
alternatives, potential positive 
and negative effects, social bene- 
fits and military advantage, and 
inter-program relationships 
should be explicitly included; 


e take measures to ensure that 
Reservists are available for train- 
ing and emergencies; 


e put systems in place to provide 
Commanders with information 
on the relative costs and benefits 
of Regulars and Reserves; and 


e further develop and implement 
planning systems to ensure that 
resources are employed effec- 
tively and operate in a timely 
fashion. 
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Department’s response: 


Concur. The new concept of Total 
Force requires a mixture of existing 
and new force structuring tech- 
niques. The draft Canadian Forces 
Development Plan has been issued. 
Missions, tasks, readiness and con- 
tingency plans and guidelines, and 
war establishments are being pre- 
pared which include the oper- 
ational employment of Reserves 
within a Total Force. The Oper- 
ational Readiness and Effective- 
ness System is being adjusted 
accordingly. 


Cost-effective means to support the 
Reserve are an important aspect of 
ongoing departmental infrastruc- 
ture activities and management 
reviews and initiatives. These 
include the Operations and Main- 
tenance Working Group, costing 
the Canadian Forces Development 
Plan, and efforts to better link 
activities to resource management. 


A review of the military occupa- 
tional structure is assisting in iden- 
tifying areas for the effective 
employment of reservists within the 
overall personnel structure of the 
Department. 


Support to the National Employer 
Support Committee will be 
enhanced, and_ liaison with 
employers and support to serving 
reservists has been increased. 


The needs of an effective Reserve 
will be considered as part of an 
internal review of the National 
Defence Act. 


Personnel policies and compensa- 
tion and benefits for reservists will 
be reviewed with a view to encour- 
aging voluntary attendance. 


Methods of monitoring and improv- 
ing attendance will be developed. 
These will employ a combination of 
routine reports and evaluations, 


and a_ systematic program of 
applied personnel research. 


e Relevant cost information is 
expected to be provided by: 
improved management informa- 
tion systems such as the Reserve 
Integrated Information Project and 
the Interim Reserve Pay and Per- 
sonnel System; the _ military 
occupational structure review; 
revisions to operational effective- 
ness reporting; and further delega- 
tion of. resource allocation to 
Commanders. 


e The force development process, 
coupled with mobilization and con- 
tingency plans and revisions to 
operational effectiveness report- 
ing, is addressing the effective and 
timely employment of reservists on 
operations. Existing project man- 
agement procedures can synchro- 
nize acquisitions with training and 
support activities. Recent NDHQ 
reorganizations have strengthened 
the Department's ability to monitor 
Structure and activity develop- 
ments, including those which apply 
to the Reserve. 


Human Resource 
Management Systems Can Be 
Improved By Better Matching 
Part-time Volunteers to 
Operational Requirements 


18.49 The central challenge of 
human resource management in a 
Reserve force is to harmonize the 
strengths and weaknesses of part-time 
volunteers with the operational 
requirements of the armed services. 
Volunteers can bring with them trans- 
ferable trade, specialist and leadership 
skills developed in their civilian 
occupations. Because they have full— 
time civilian occupations, Reservists 
will have only a limited amount of time 
available each year for training, and 
then only when there is no conflict with 
their civilian jobs. Reserve occupa- 
tions and tasks must be carefully 
selected to ensure that operational 


standards are attainable within the 
limited time available for training. 


18.50 We found that, in general, the 
Canadian Forces have not succeeded in 
designing personnel policies that 
match part-time volunteers to oper- 
ational requirements. 


Establishments and rank 
structures in most Commands need 
to better reflect operational 
requirements 


18.51 An “establishment” is a for- 
mal organization plan for a military 
unit that details the occupations and 
ranks of individuals within it. Estab- 
lishments must cover both the peace- 
time and the wartime operational 
requirements of a unit. If not, the unit 
may lack appropriate skills or leader- 
ship or be inefficient and expensive to 
maintain. 


18.52 We examined the establish- 
ments and rank structure of the Naval 
Reserve, Militia and Communication 
Reserve. These account for 95 percent 
of the Reserves. 


18.53. Our audit assessed two fac- 
tors: whether the Department had 
based establishments on operational 
requirements; and whether operational 
requirements had determined the ranks 
within those establishments. 


18.54 We found that, in the Militia 
and the Communication Reserve, the 
Commands had based unit establish- 
ments on neither peacetime nor war- 
time operational requirements. In the 
Militia, all units are covered by the 
same generic Canadian Forces Organ- 
ization Order. The vast majority of 
Militia units have no assigned roles or 
operational tasks, and have been organ- 
ized on the model of Regular Force 
operational units. _ Communication 
Reserve units function as training 
organizations, but they, too, are organ- 
ized like Regular Force operational 
units. But Militia and Communication 
Reserve units are only half the size of 
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their Regular Force counterparts, or 
smaller. Rank assigned to positions 
within establishments does not appear 
to be based on requirements. We could 
not find the rationale for the existing 
rank structure. 


18.55 Since 1989, Naval Reserve 
Divisions have been organized to 
contribute teams to units in a war 
establishment, providing a basis for the 
rationalization of personnel. This war 
establishment, however, has not been 
approved by National Defence Head- 
quarters; without a force structure plan, 
we could not determine how accurately 
it reflects current requirements. 


18.56 Inaddition, we examined how 
establishments were actually manned. 
We compared the number of officers 
and senior non-commissioned officers 
in Reserve units to those in the Regular 
Force by matching the proportion of 
individuals at one rank level to the 
number of individuals in the rank level 
immediately subordinate. Our results 
are shown in Exhibit 18.2. In general, 
the Reserves have proportionately 
twice as many senior officers and 
senior non-commissioned officers as 
does the Regular Force. No require- 
ment for senior grades has ever been 
established based on the need to expand 
rapidly under conditions of full 
mobilization. 


18.57 The proportion of supervisors 
to subordinates would be even higher if 
based on the number of individuals 
active in the unit. A Militia Lieuten- 
ant—Colonel, for example, leads a unit 
of 200 to 300 positions, but only an 
average of about 100 people. In the 
Regular Force, a sub-unit of 100 
people would be led by a Major, while a 
Lieutenant-Colonel would be in 
charge of about 600. There are no 
instructions that require unit Com- 
manding Officers to fill their units 
efficiently. We found that the upper 
level positions in Militia units tended to 
be filled instead of having fully manned 
sub-units. 


The vast majority of both 


Militia and Communication 


Reserve units have no 
assigned roles or 


operational tasks, and have 


been organized on the 
model of Regular Force 
operational units. 
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Exhibit 18.2 


The Naval Reserve and Militia 


Are Rank-heavy 
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The occupational structure in most 
Commands could better reflect 
unique Reserve requirements 


18.58 The purpose of a military 
occupational structure is to provide the 
framework within which personnel are 
recruited, trained, employed, posted, 
and paid. The structure is primarily 
designed to identify the skills and 
knowledge necessary for personnel to 
do the jobs required by the Canadian 
Forces. 


18.59 We examined the extent to 
which the current Reserve Force 
Occupational Structure meets the 
Canadian Forces’ needs. We also 
examined whether Reserve occupa- 
tional specifications are an adequate 
basis on which to develop training, 
promotion and compensation policies. 
This aspect of our audit included three 
Reserve elements out of four. We 
excluded the Air Reserve, because it 
uses Regular Force occupational spe- 
cifications. 


18.60 The existing Reserve occupa- 
tional structure has many serious defi- 
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ciencies. The Department did not base 
it on a systematic analysis of oper- 
ational requirements to meet defence 
objectives. The Department has not 
reviewed the structure for non-com- 
missioned members for at least 15 
years, in spite of changes to the role of 
the Reserves. We found a defined 
operational requirement for only one of 
the officer occupations added since 
1976. 


18.61 The policy and the guidelines 
governing the development of Reserve 
occupational structures are the same as 
those used by the Regular Force. They 
do not recognize unique Reserve 
employment factors, such as Reser- 
vists’ lack of mobility imposed by 
holding civilian jobs or by time con- 
straints. The current policy gives no 
consideration to balancing operational 
requirements with the availability of 
Reservists. 


18.62 Specifications outlining the 
duties and tasks and associated mini- 
mum levels of skill and knowledge for 
each occupation are generally poor in 
quality or non-existent. We found that 
about 40 percent of the Reserve officer 
occupations lacked specifications; 
two-thirds of the specifications for 
non-commissioned member occupa- 
tions were out-of-date or non-exist- 
ent. Specifications that did exist were 
in several versions or types that were 
not consistent with each other. Many of 
them specified levels of skill and 
knowledge below the minimum gen- 
erally required by Canadian Forces 
guidelines. Others ignored the con- 
straints on Reserve availability for 
training and set standards so high that it 
would take along time for an individual 
to reach the most basic qualification 
level. In one case, it would take over 10 
years, compared to 21 months for a 
member of the Regular Force, who 
completes significantly more training. 


18.63 We believe that the existing 
Reserve occupational structure is inad- 
equate as a basis for human resource 


management functions such as train- 
ing, promotion or compensation. 


18.64 The Department has begun 
corrective action by drafting “Cana- 
dian Forces Integrated Occupational 
Specifications.” This initiative is 
intended to provide a consistent set of 
specifications for a Total Force. We 
found in the work done to date, how- 
ever, that human resource managers 
have not always recognized the limited 
availability of Reserves for training 
and employment. In addition, officials 
estimate that even if additional staff 
resources become available, it will take 
seven years to complete the new spec- 
ifications, although many will be fin- 
ished much earlier and draft versions of 
later ones will facilitate improvements. 


Recruiting could be better targeted 


18.65 Recruiting is essential to 
ensure that an organization has enough 
people of the right type to meet its 
objectives. The Commands were able 
to recruit all, or nearly all, of the 
Reserves they needed during the recent 
period of growth. When we began our 
audit the recruiting process took too 
long and discouraged applicants, but 
by the time we completed our work 
Department officials had eliminated 
most of the major administrative 
impediments to timely recruiting. 


18.66 Wedid find, however, that the 
Department had not targeted recruiting 
efforts well. Because the Reserves do 
not require individuals to sign up for a 
fixed period, and because members 
have commitments in their civilian 
lives, attrition is a serious problem. 
Attrition varied from 12 percent in the 
Air Reserve to 35 to 40 percent in the 
first year of service in the Communica- 
tion Reserve. Mobile Command was 
unable to provide data for the Militia. 
Although some attrition is to be 
expected, high first-year attrition indi- 
cates inadequate screening of appli- 
cants. A 1989 departmental study 
stated that nearly half of the Primary 
Reserve members who quit did so 
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before completing one year in the 
Reserve. Based on 1990 recruitment 
levels, the Department could save 
about $5 million annually in lowered 
recruiting and training costs if it could 
reduce attrition by 10 percentage 
points. 


18.67 Although early attrition is a 


_ Major burden in terms of wasted 


recruiting and training effort, person- 
nel turbulence and decreased cohesion 
in units, the Department has not made 
special efforts to attract those most 
likely to stay. Why people leave 
depends on many factors but, accord- 
ing to adepartmental study, the individ- 
uals most likely to leave are single, 
under 23 years of age and in high school 
when they enrol. They are motivated to 
join for money and job opportunities. 
Those who stay are more likely to be 
married, over 24 years of age, post-sec- 
ondary school graduates and employed 
fulltime. They are motivated to join the 
Reserves for patriotic reasons. The 
same study found that a high proportion 
of former Regular Force members who 
joined the Reserves formed a long— 
term commitment. 


18.68 We expected that the Depart- 
ment would make special efforts to 
attract recruits who were already 
skilled. We also expected that it would 
make special efforts to attract former 
Regular Force personnel. We found 
that, except for the Air Reserve and toa 
lesser extent the Communication 
Reserve, this was not so: few people in 
these categories were being recruited. 


18.69 The selection process for 
Reserve applicants does not take 
unique Reserve factors into account. 
The Canadian Forces cannot assume 
that, like Regular Force members, 
Reservists will automatically be avail- 
able for service or training. It is 
imperative, therefore, that  inter- 
viewers ask applicants whether they 
will be available for training and would 
volunteer if called out. Recruiters do 
not routinely ask either of these ques- 
tions — although applicants to the 
Supplementary Ready Reserve are 
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We also found systemic 
weaknesses in the two 
key criteria used to 
establish readiness for 
promotion: Qualification 
Levels and time in rank. 
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asked to sign an undertaking to respond 
voluntarily to a call-out by the Chief of 
the Defence Staff. Training and call- 
out obligations are generally not 
explained in the recruiting process; our 
survey of Reservists showed that over 
20 percent of those recruited might not 
have joined had they been aware that 
they were expected to take the neces- 
Sary training. 


Promotion policies and practices in 
most Commands need to improve 


18.70 In any organization, promo- 
tions must be managed to ensure that 
individuals selected for leadership 
positions are both properly qualified 
and the best available. Our audit 
examined whether prerequisites for 
Reserve promotion were clearly 
defined and appropriate to a Total 
Force, and whether promotion prac- 
tices were consistent with depart- 
mental policies. 


18.71 Central to our examination 
was the fact that the Canadian Forces 
do not differentiate between Regular 
and Reserve rank. It plans to employ 
most Reservists in positions where they 
would work alongside Regular Force 
members. All Commands intend to 
develop more “Total Force” units that 
mix Reserve and Regular personnel in 
this way. This implies that rank pre- 
requisites in the Reserves must be 
consistent with those in the Regular 
Force. 


18.72 Ouraudit focussed on Class A 
Reservists in Maritime Command, 
Mobile Command and Communica- 
tion Command. As was the case for 
many other human resource manage- 
ment policies, we found that promotion 
policies were not directly related to 
operational requirements. They did not 
define what is expected at each Reserve 
rank level or how Reserve operational 
requirements at each level relate to 
those of the Regular Force. 


18.73 We also found systemic 
weaknesses in the two key criteria used 


to establish readiness for promotion: 
Qualification Levels and time in rank. 


18.74 Our audit of Qualification 
Levels indicated that there are serious 
deficiencies in the definitions of mini- 
mum requirements for tasks, skills and 
knowledge at each rank level. There 
were inconsistencies in the specifica- 
tions for common tasks among Regular 
Force, Reserve and Mobilization 
(minimum emergency) occupations. 
In addition, as the section on training 
shows, we found that training standards 
often were neither based on nor consist- 
ent with occupational specifications; 
the training delivered diverged seri- 
ously from the standards, as did train- 
ing time. In the combat arms, although 
the standards state that 215 days of 
training are required to meet the Basic 
Qualification Level to mobilization 
standards for essential wartime tasks, 
the actual training received in the 
Militia is 80 days. The training deficit 
increases as higher rank is attained. 
Due to these inconsistencies and depar- 
tures from standards, it is our opinion 
that Qualification Levels at present do 
not provide an adequate yardstick to 
assess readiness for promotion. 


18.75 Timeinrank is the second key 
criterion used to assess readiness for 
promotion. Time in rank standards 
establish the number of years of service 
a member must have to be eligible for 
promotion to the next rank. We found 
that time in rank standards, as currently 
applied, do not result in a uniform 
requirement for experience within the 
Reserves, and are not consistent with 
Regular Force operational standards. 
This is because the standard measures 
time in rank in calendar years, rather 
than in service performed. A Reservist 
serving the minimum 14 days in a year 
can therefore receive the same credit as 
a Reservist on a lengthy call—out of 200 
days. Moreover, the use of calendar 
time as the standard provides no incen- 
tive for attendance at training or exer- 
cises. 


18.76 We also assessed Reservists’ 
actual operational experience and 


found that most individuals promoted 
in 1990 had received little exercise or 
field experience in their previous rank 
(see Exhibit 18.3). 


18.77 A_ Reservist’s experience 
deficit amounts to about 750 days by 
the time a combat arms officer reaches 
the rank of Major (see Exhibit 18.4). 
On the average, it would take over 20 
years of Reserve service to equal 
Regular Force experience at that rank, 
rather than the average 6.1 years 
actually attained by _ Reservists. 
Although the Department has recog- 
nized that the narrower scope of 
Reserve jobs means Reservists may 
require less experience in them than 
Regular Force members, it has not 
determined how much experience they 
do require. 


18.78 We also examined whether 
the minimum time in rank was applied 
consistently, according to policy. Of 
the 2,177 individuals — ranking from 
Corporal to Lieutenant-Colonel — 
who were promoted in the Naval 
Reserve, Militia and Communication 
Reserve in 1990-91, 508 promotions 
(23 percent) did not meet the require- 
ments of even calendar time in rank. 


18.79 Thereis doubt among Reserv- 
ists as to whether the existing system 
identifies the best qualified individ- 
uals, possibly due to the weaknesses we 
identified. Our survey of Reservists 
indicated that, of the respondents, 
50 percent in the Militia, 44 percent in 
the Naval Reserve and 39 percent in the 
Communication Reserve believe the 
present system does not always, or even 
most of the time, promote the best 
people. 


Civilian skills should be better 
recognized 


18.80 Reservists possess a range of 
civilian skills and qualifications that 
are often similar to skills required by 
the military. Although there are sys- 
tems in place for granting equiva- 
lencies, they are ineffective. In 
1989-90, among more than 1,200 
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individuals recruited in occupations 
where equivalencies exist, the Depart- 
ment granted fewer than SO equiva- 
lencies. 


Compensation analysis requires 
review 


18.81 The Department of National 
Defence has long been aware that 
Reserve compensation is not in step 
with that of the Regular Force; 
inequities have been created that offi- 
cials believe affect both recruitment 
and retention. The Department con- 
ducted a major study in 1985 that 
confirmed these inequities, and 
reported many of them to Parliament 
during hearings on the 1987 White 
Paper. 


Exhibit 18.3 


Operational Experience During Time in Their 
Previous Rank of Those Promoted in 1990 


Militia and Communication Reservists 


Exercises 


Did not 
participate 
39% 


Participated 
61% (5 days) 


Days Per Year Average Experience 


Naval Reservists 


Exercises 


Participated 


oe] 


Did not participate 
56% 


Operational/Sea Days 
Average Experience 

132 Days 0 Days 
28% 


9 Days 
28% 


44] 


oo SESE LLM SY SET A 
The Canadian Forces Reserves 


Training must accurately 
reflect the specific 
operational requirements 
of a military occupation, 
and standards must be 
enforced to ensure that all 
members holding similar 
qualifications can perform 
to a basic minimum level. 


Exhibit 18.4 


Militia Officers Have Less Experience 
Than Regular Force Counterparts 


18.82 Inan October 1987 memoran- 
dum to the Joint Treasury Board 
Canada/Department of National 
Defence Advisory Group on Military 
Compensation, departmental officials 
pointed to the need to attract and retain 
members of an expanding Reserve 
Force as the goal of revising Reserve 
Force pay. To achieve this, they stated, 
the “principle of equal pay for equal 
work” must be applied. 


18.83 At the time of our audit, the 
Department had not made a formal 
submission to the Treasury Board 
regarding compensation. We reviewed 
proposals it had made for pay adjust- 
ment and found that the study on which 
they were based had not attempted to 
assess the effects of the recommended 
adjustments on attraction and reten- 
tion, although problems with both had 
been the original motivation for pay 
adjustments. We also found that the 
Department had used draft Reserve 
documentation, not yet formally 
approved, for some occupational com- 
parisons. Some testing of the compari- 
sons obtained was done in those 
Occupations with public service 
counterparts; however, field validation 
had not been done. 


18.84 Inouropinion, given the prob- 
lems we have identified in the docu- 
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mentation used in the comparability 
analysis and, for several Commands, 
deficiencies in the areas of qualifica- 
tions, experience requirements and 
expected roles of Reservists, further 
validation of comparability and analy- 
sis of attraction, retention and moti- 
vation are needed. Departmental 
officials told us that this will be done, 
and that rather than delay needed 
changes, they will move incrementally 
toward comparability over the next 
several years, simultaneously monitor- 
ing achievement of standards and 
attraction, motivation and retention 
goals. 


The largest Reserve components 
need to maintain training 
standards 


18.85 Proper training in peacetime 
is the foundation of military capability. 
Training must accurately reflect the 
specific operational requirements of a 
military occupation, and standards 
must be enforced to ensure that all 
members holding similar qualifica- 
tions can perform to a basic minimum 
level. It is essential that anyone 
certified as having a skill can perform 
it, and that any shortfalls between 
acquired training and battlefield 
requirements are known so that they 
can be made up before an individual is 
sent into combat. The enforcement of 
training standards is also important to 
ensure that training effort is not being 
wasted by delivering inappropriate 
skills, or proper skills but at higher or 
lower levels than needed. 


18.86 Under the Total Force con- 
cept, the Canadian Forces have estab- 
lished the principle that Regular and 
Reserve Force members should be 
trained to the same standard, where 
occupational specifications and tasks 
are the same. 


18.87 We based our audit of training 
on principles used in the systems 
approach to training. The Department 
of National Defence recognizes these 
principles in the Canadian Forces Indi- 
vidual Training Policy. According to 


this policy, the “performance objec- 
tives”, Or minimum acceptable stan- 
dards of performance, that form the 
backbone of course training standards 
must be developed from tasks included 
in occupational specifications. From 
these performance objectives, training 
managers develop course training 
plans, timetables, tests and examin- 
ations, and course reports. Course 
reporting confirms the candidates’ 
qualifications. Training standards 
groups monitor the quality of training 
delivered. 


18.88 The Individual Training 
Policy also requires that training be 
“validated” or checked against specific 
operational requirements. This is the 
ultimate assessment of whether the 
system delivers the correct training. 


18.89 Our audit examined individ- 
ual training delivered to the two largest 
Reserve components — the Naval 
Reserve and the Militia. We based our 
audit on a representative sample of 
14 Naval Reserve courses and 26 Mil- 
itia courses. Our sample was selected 
from about 75 percent of the training 
delivered to these two groups, but 
excluded training given at Reserve 
units. 


18.90 We also examined pro- 
fessional development courses for 
officers by reviewing the standards for 
the STAR I and STAR II courses at the 
Canadian Forces Command and Staff 
College in Toronto, and the Militia 
Command and Staff Course at King- 
ston. The STAR courses are obligatory 
for command and staff appointments in 
the Air Reserve; Naval Reserve 
officers also attend. The Militia Com- 
mand and Staff Course is obligatory for 
promotion to the rank of Lieutenant— 
Colonel, and command of a Militia 
unit. 


18.91 We found that 93 percent of 
the Naval Reserve courses should not 
have granted qualifications to any 
student, because performance objec- 
tives for skill and knowledge required 
by the occupation did not exist, were 
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not taught or were not tested according 
to course standards. In some cases, 
deficiencies were due to a lack of 
training equipment. We also noted 
cases where there were insufficient or 
unqualified instructors. None of the 
course reports, however, showed that 
candidates had not met performance 
objectives. 


18.92 Militia courses delivered by 
Mobile Command suffered from the 
same type of quality control problems. 
Eighty-five percent of Militia courses 
should not have granted qualifications, 
due to defects in course delivery or 
testing. In addition, we found marking 
and examination errors in Militia 
exams, which showed that 10 percent 
of students did not receive a passing 
grade rather than the 5 percent recorded 
as having failed. Militia course reports 
for 77 percent of the courses did not 
show where candidates failed to meet 
performance objectives. 


18.93 We found many cases of fail- 
ure to maintain the link between 
occupational specifications and train- 
ing, in both the Naval Reserve and the 
Militia. In addition, training courses 
have not been delivered uniformly 
from site to site. One of three pairs of 
Naval Reserve courses and five of 
seven pairs of Militia courses we exam- 
ined that are taught at different sites 
differed so much in performance objec- 
tives, standards to be achieved, condi- 
tions under which the task was to be 
done and duration of training that we 
concluded that the courses were not 
equivalent. 


18.94 The Department has not vali- 
dated any Naval Reserve or Militia 
courses against actual sea or field 
requirements. 


18.95 Professional development 
courses for officers met marking and 
reporting requirements. However, 
both the STAR courses, used to prepare 
Naval and Air Reserve officers for 
senior positions, and the Militia Com- 
mand and Staff Course are so much 
shorter than the comparable Regular 
Force course that the professional 


Many Reserve courses 
should not have granted 
qualifications to any 
student, because 
performance objectives 
did not exist, were not 
taught or were not tested 
according to course 
standards. 
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Exhibit 18.5 


Use of Reserve Time 


The proportion of time spent 
on training and trade-related 
work is low in the Naval 


Reserve and the Militia. 
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equivalence of Reserve rank must be 
questioned. 


18.96 In addition, Canadian Forces 
policy is that Regular and Reserve 
Forces be trained to the same standard 
when they are expected to do the same 
tasks. Our audit shows that this is not 
occurring in the Naval Reserve and the 
Militia. The differences between Reg- 
ular and Reserve training are not being 
analyzed and recorded. Consequently, 
it is impossible to say what amount of 
additional training Reservists would 
require to perform at Regular Force 
levels. 


Opportunities exist to improve the 
efficiency of training 


18.97 Reserve training may take 
place either within the unit or at a 
training establishment or school. 
Neither approach is now functioning 
efficiently. 


18.98 Officials told us that the 
Reserve units are, in fact, “infrastruc- 
ture” intended to train Reserve 
members. The Naval and Communica- 
tion Reserves explicitly recognize this. 


Percent of Time 


Air Reserve Comm Reserve 


Reservists told us, however, that the 
proportion of their time at the unit that 
is devoted to training or trade—related 
work is low (see Exhibit 18.5). 


18.99 Wealso found that units in our 
sample lacked equipment for training. 
For example, Naval Reserve units are 
entitled to little, if any, equipment 
related to operations or operational 
training. Over 60 percent of the Militia 
units we audited reported that not 
enough ammunition was available to 
complete training requirements. The 
Militia also lacked enough vehicles 
and radios to conduct training. Air and 
Communication Reserve units 
reported a lack of vehicles as well. 
Entitlements to equipment were far 
below those of a Regular Force unit of 
the same size (see Exhibit 18.6). 


18.100 Courses delivered by training 
establishments do not meet depart- 
mental standards of efficiency. The 
Canadian Forces specifies both the 
minimum and the maximum number of 
students for a course to be run effi- 
ciently and effectively. We found that 
39 percent of Reserve courses are either 
over— or under-enrolled. This is 
because the training delivery system is 
not flexible enough to meet the needs of 
Reservists, whose availability depends 
on family, educational and job obliga- 
tions. Courses must accommodate 
them, and may therefore have higher or 
lower than optimum enrolment. 
Greater use of individualized self— 
paced training could reduce this prob- 
lem. 


18.101 Our audit also examined the 
amount of time spent on instruction 
during the delivery of a course. 
Courses always spend some time on 
administration, sports, parades and 
other non-instructional activities. If 
training managers divert too much time 
to those activities, the quality of train- 
ing may suffer. 


18.102 We reviewed courses deliv- 
ered to the Naval Reserve and the 
Militia. Although the course standards 
allowed no time for non—instructional 


activities, on average 20 percent of 
course time was spent on them. 


18.103 The Department should 
ensure that Reserve establishments, 
rank structures and occupational 
structures and specifications are 
based on operational requirements, 
and are realistic and achievable. 
Variances from Regular Force struc- 
tures and specifications should be 
documented. 


Department’s response: Concur. 
Establishments are being prepared to 
reflect the Total Force structure. The 
Reserve occupational structure and 
occupational specifications will be 
reviewed for realism and achievability. 


18.104 The Department should 
improve its ability to attract, moti- 
vate and retain Reservists by better 
targeting of recruiting and by 
informing recruits of its expecta- 
tions; by devising and implementing 
promotion criteria for individuals, 
appropriate to Reserve service; and 
by linking pay to attraction, moti- 
vation and retention, as well as vali- 
dating the comparability between 
the Regular and Reserve Force in a 
Total Force. 


Department’s response: Concur. 
Recruiting procedures, personnel 
policies, and compensation and bene- 
fits for reservists, along with stan- 
dards, are being monitored and 
reviewed with a view to equity, attract- 
ing desired recruits and personnel 
from other components of the Forces, 
and motivating and retaining active 
members. 


18.105 The Department should 
ensure that its training standards are 
realistic and achievable by Reser- 
vists, and are rigorously enforced 
and accurately reported. 


Department’s response: The review of 
the Canadian Forces Integrated 
Occupational Specifications will con- 
tinue, with special attention to oper- 
ational requirements, achievability 
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under part-time training conditions, 
and full-time training required prior 
to operations. Improved Reserve 
course training standards will result. 


Naval Reserve standards cells, and 
land force area training centres, 
detachments, and battle schools, are 
being established. A Total Force 
standards squadron now exists at the 
Canadian Forces School of Communi- 
cations and Electronics. 


The responsibilities of the Canadian 
Forces Training System in support of 
Reserve training will be assessed. 


18.106 The Department should 
validate Reserve training to ensure 
that it is matched to operational 
requirements. Priority should be 
given to validating training for 
occupations that have no Regular 
Force equivalent. 


Department’s response: Concur. 
Validation of individual training 
courses will be complemented by 
operational effectiveness reporting. 


18.107 The Department should 
improve training efficiency by 
reassessing the role, organization 
and equipment of individual units for 
training, by doing more individual- 
ized training, and by reducing 


Exhibit 18.6 


Materiel Entitlement - Land Forces 


Regular Versus Reserve Units of a Similar Size 


Anti-Tank Missile 
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We noted a general 
problem in acquiring the 
necessary equipment and 
facilities within the 
departmental budget, and 
in relating the resources 
acquired to defined 
requirements. 
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The Air Reserve has received new aircraft like the DASH-8 (see paragraph 18.112). 


non-instructional time in courses to 
the levels specified in standards. 


Department’s response: Force devel- 
opment processes and mobilization 
and contingency planning, coupled 
with occupational structure and spec- 
ification reviews and adjustments to 
operational effectiveness reporting, 
will improve training efficiency by 
identifying areas of best return for 
Reserve training expenditures. 


Full-time support and administrative 
streamlining will continue to be pur- 
sued in order to reduce the proportion 
of reservists’ time required for admin- 
istration. 


Measures such as enhancement of 
support to the National Employer 
Support Committee; adjustments to 
compensation, benefits, and terms and 
conditions of service; and improve- 
ments in the quality of training will 
continue in order to improve levels and 
predictability of voluntary attend- 
ance. 


Ongoing efforts by Commands to 
grant equivalencies and to develop 
alternate methods to deliver training 
will continue. 


Over time, the resources devoted to 
training will be adjusted to optimize 
their distribution between a smaller 


Regular Force and a larger Reserve 
with its special seasonal and geo- 
graphical training requirements. 


Infrastructure Could Be 
Managed More Economically 
and Efficiently 


18.108 As well as people, armed 
forces require equipment and facilities 
to carry out training and operations. 
Just as the lack of an overall plan has 
created difficulties for the Reserves in 
defining and developing human 
resources, we noted similar problems 
with infrastructure. Specifically, we 
noted a general problem in acquiring 
the necessary equipment and facilities 
within the departmental budget, and in 
relating the resources acquired to 
defined requirements. 


Capital Equipment 


18.109 Our audit of equipment 
acquisition focussed on the identifica- 
tion and planning phases. Our objec- 
tive was to determine the procurement 
system’s ability to deliver to the 
Reserves the right equipment, in the 
right place, at the right time, and at the 
right price. 


18.110 We reviewed the equipment 
levels of the Land Force, both Regular 
and Reserve. We also examined major 
equipment projects that were primarily 
Reserve—oriented: 


e the Naval Reserve Minecounter- 
measures Project and associated 
projects; 


e the Militia Light Armoured Vehicle 
Project; 


e the Air Reserve Kiowa helicopter; 
and 


e the Communication Reserve Elec- 
tronic Warfare Project. 


18.111 We found two major prob- 
lems: equipment deficiencies persist 
although revitalization plans include a 
number of projects designed to over- 
come them; and some projects have 


incurred additional costs because of 
errors in project planning. 


Equipment deficiencies persist 


18.112 Mostreviews of the Reserves, 
including the 1989 Senate report on 
Land Forces, have noted significant 
deficiencies in equipment. The 
Department has begun several major 
projects, such as the Maritime Coastal 
Defence Vessel (MCDV), the Militia 
Light Armoured Vehicle, and the 
acquisition of DASH-8 transport air- 
craft flown by Reservists for the Cana- 
dian Forces School of Air Navigation. 
The Department has planned several 
more major Reserve—oriented projects 
and has stated its intent to redirect 
resources to address equipment defi- 
ciencies throughout the Canadian 
Forces. 


18.113 There is no intent, however, to 
equip the bulk of the Militia for oper- 
ations. Current plans for the Total 
Force army call for equipping less than 
30 percent of the Militia for operations 
as “manoeuvre troops”. The rest of the 
Militia, which will form the basis of the 
army’s less ready “deployment 
troops”, would be equipped with sig- 
nificantly reduced levels of equipment 
required for individual training at 
armouries, and with shared sets of 
equipment at the Militia Training and 
Support Centres. If large numbers of 
Militia had to be deployed, training 
might have to cease. Departmental 
officials estimated that, although there 
would be sufficient trucks and jeeps to 
equip the Total Force army under this 
plan, there would be shortages of 
tracked vehicles. In view of ongoing 
force development planning, officials 
were unable to accurately quantify the 
requirement for any other major cat- 
egories of equipment at this time. 


18.114 We also found that funding 
constraints compromised the capabil- 
ity of new equipment. Two projects 
that we examined, the minecounter- 
measures vessel (MCDV) and _ the 
Kiowa helicopter, did not deliver the 
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full capability needed to meet the 
Canadian Forces’ requirement. 


18.115 For the MCDV, the Depart- 
ment has decided to buy 12 conven- 
tional, steel—hulled ships to be the 
primary training and operational ship 
for the Naval Reserves. At the time of 
our audit, the Department had selected 
a prime contractor but had not yet let the 
final contract. We examined the plan- 
ning phase and options analysis for this 
project. The Department carried out an 
adequate needs analysis, and fully 
analyzed the options for meeting the 
needs as well as the vessel options 
presented by the bidding firms. 


18.116 Due to budget constraints, the 
system being purchased will not com- 
pletely meet the stated requirement. 
Most mines can be triggered by the 
magnetic field around a steel ship. The 
MCDYV is designed to operate with a 
remote—operated vehicle (ROV) that 
can “swim ahead” of the ship to find 
mines before they explode. This ROV 
is not affordable now. Officials told us 
that, in spite of this deficiency, the 
vessels will be able to perform their role 
in deep water. They also told us that 
ROVs could be purchased as part of 
another project that is scheduled to be 
undertaken between 1997 and 2003, 


New minecountermeasure vessels were well planned, but critical equipment was not 
affordable (see paragraphs 18.115 and 18.116). 
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but for which they had not yet drafted a 
Statement of Requirement. 


18.117 The second project we exam- 
ined is the Kiowa helicopter. The 
Reserve Wings must train on aircraft 
that will enable them to conduct war- 
time operations. The best aircraft to 
buy for the Reserves are transport 
helicopters because that is the role most 
suited to the Reserves’ limited avail- 
ability for training. But budget restric- 
tions forced the transfer of the Kiowa 
light observation helicopter to the 
Reserves instead. Since 1981, it has 
been the aircraft flown by Reserve 
Tactical Air Wings. 


18.118 The Department originally 
intended that the Reserve Tactical Air 
Wings would perform all light observa- 
tion helicopter tasks, but the role of the 
Reserve Wings was later reduced 
because Reserve pilots lacked the time 
to train in the type of flying required to 
do reconnaissance work. The Kiowas 
are too small to perform a transport role 
and lack sensors, laser designators and 
sights, electronic warfare equipment 
and chemical/biological protection. 
Officials do not believe these defi- 
ciencies could be made up in time to 
allow for additional aircrew training 
before deployment. The Department 
expects these deficiencies to be cor- 


The operationally limited Kiowa will be in service until 1998 (see paragraph 18.118). 
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rected by 1998 with the acquisition of 
the Bell 412 utility helicopter. 


Some projects incurred extra costs 


18.119 Planning errors were made 
when the Department attempted to 
complete projects quickly, either to 
respond to the Minister’s direction or to 
meet defence industry objectives. For 
example: 


e The Department bought two used 
offshore supply vessels for 
approximately $10 million. This 
was in response to the Minister’s 
request in late 1987 that Naval 
Reservists be provided with the 
means to commence minecounter- 
measures training by that summer. 
Although officials sponsoring the 
project told the approving author- 
ities that the vessels were “‘in excel- 
lent condition” based on an initial 
survey, an additional $16 million 
was needed for unplanned repairs 
and each vessel was out of service 
for almost a year. 


e In response to the same request by 
the Minister, in 1988 the Depart- 
ment bought a towed remote—oper- 
ated vehicle (ROV) for $955,000, 
to train Reservists in minehunting 
technology and maritime route sur- 
vey operations. The ROV was not 
adequately evaluated before pur- 
chase and proved to be too complex 
for the intended use. At the time of 
our audit, total costs had escalated 
to over $2 million, not including 
unplanned costs for facilities and 
development of a training package. 
Officials told us that all defi- 
ciencies were being corrected and 
that a full training program would 
begin in the summer of 1992. 


e The Department purchased 199 
Bison armoured vehicles and 22 
specialized M113 armoured 
vehicles required to meet Militia 
needs for $161 million, before 
there were maintenance personnel 
and facilities available to service 
them. This decision was taken 
because the manufacturer of the 


Bison told the government that, 
without an immediate order, it 
could be forced to close its facility 
and future foreign sales and Cana- 
dian production capability would 
be lost. The result of this decision is 
that the Department will have many 
more armoured vehicles than it can 
service and use until April 1993, 
when support personnel are to be in 
place. We estimate that the Depart- 
ment incurred about $17 million in 
avoidable interest payments by 
purchasing Bison vehicles before 
they could be supported. 


18.120 We found, however, that the 
Reserve Electronic Warfare project 
was adequately planned. 


18.121 The Department should 
ensure that Reserve equipment pro- 
grams are based on an affordable, 
long-term force structure plan. 


Department’s response: Concur. 
Procedures are in place to ensure an 
affordable long-term structure. Capi- 
tal acquisitions and equipment flow 
are carefully addressed in the force 
development process and the Defence 
Program Management System. These 
and other functions, in concert with 
the fifteen-year Canadian Forces 
Development Plan recently issued, 
ensure that requirements and acquisi- 
tions match equipment suitability and 
capability. 


18.122 The Department should 
ensure that its project screening and 
assessment practices conform to its 
policies. 


Department’s response: Concur. 
Facilities 


18.123 The Reserves require an 
extensive network of facilities to sup- 
port their operations. The 202 Reserve 
units are housed in 139 stand-alone 
buildings across the country, and in 
other facilities such as hangars on 
Canadian Forces bases. In addition to 
these buildings, the Reserves need 
specialized facilities that can provide 
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an appropriate environment to house 
and operate equipment not normally 
available at a unit. Naval Reserve 
facilities are found at Fleet Schools 
shared with the Regular Force. The Air 
Reserve also takes advantage of shared 
facilities at Air Command Bases and at 
the Air Reserve Training Centres. The 
Militia and the Communication 
Reserve require extensive tracts of land 
on which to train. They routinely use 
Regular Force ranges and exercise 


Minesweeper auxiliary vessels cost $16 million more than was anticipated (see paragraph 


18.119). 


199 vehicles were purchased without expanding service support necessary to their use (see 
paragraph 18.119). 
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areas such as CFB Gagetown. In 
addition, Mobile Command is con- 
structing a Militia Training and Sup- 
port Centre at Meaford, Ontario. 


18.124 All Defence facilities are now 
under review. In his September 1991 
policy statement, the Minister 
announced the formation of a Task 
Force to establish principles for 
reviewing the present inventory of 
properties. The March 1992 Budget 
statement by the Minister of Finance 
announced the government’s intention 
to review all urban infrastructure 
owned by the Department of National 
Defence. 


18.125 The Department has a large 
portfolio of new construction projects 
under way for the Reserves. At the time 
of our audit, this included the 
$106 million Militia Training and Sup- 
port Centre at Meaford, the Naval 
Reserve Training Centre in Quebec 
with an estimated initial cost of $36 
million, and 21 armoury replacement 
projects totalling $138 million 
(1989-90 dollars). 


18.126 Our audit examined: 


® one major facility construction pro- 
ject from each Command; 


® seven projects chosen at random 
from unit building replacement 
projects over the last eight years; 
and 


@ one project chosen at random from 
new facilities at Sept Isles, Char- 
lottetown, and London. 


A strategic plan for facilities is 
required 


18.127 We found that the Department 
lacks a strategic plan for Reserve 
facilities that takes into account force 
development, available funds, the need 
to rationalize facilities, differing Com- 
mand requirements and Reserve 
membership characteristics. The 
Department has constructed facilities 
that have not been justified by oper- 
ational requirements, facilities that are 


much larger than their actual use 
requires, and facilities for which site 
selection is questionable. The Depart- 
ment has taken initiatives, such as the 
use of standard armoury designs that 
officials estimate reduce the cost of 
individual armouries by $1 million. 
However, problems exist in overall 
planning for Reserves that lead to 
problems with Reserve facilities. 


e Although Mobile Command does 
not know the number and type of 
Militia units it requires and does not 
have a rationale for existing Militia 
units, facilities replacement has 
gone ahead. The Department has 
spent over $40 million to replace 
armouries in the last nine years and 
has identified another 32 projects 
worth over $251 million (1989-90 
dollars). 


e The Department constructs Militia 
armouries according to the “estab- 
lishment” of the unit, resulting in 
buildings much larger than 
required to meet recent use. As we 
indicated earlier, Reserve estab- 
lishments are out-of-date and 
under review. They show unit 
strengths that are much higher than 
the number of people at the units. 
From May 1989 to June 1991, the 
total effective strength of the Mil- 
itia averaged less than 40 percent of 
its establishment. Actual turnout 
was only half the effective strength. 


e The Department is building three 
new Naval Reserve Divisions at 
Sept Isles, Charlottetown and Lon- 
don at a cost of about $40 million to 
provide facilities for growth 
approved in the 1987 White Paper. 
Officials did not adequately assess 
less expensive alternatives, such as 
adding a few additional Reservists 
to each existing Division, or the 
possibility of building a single, 
large unit to accommodate all the 
growth. ; 


e The Department has not analyzed 
how population demographics 
relate to unit sites. Documents refer 
to “depleted” recruiting basins in 


the heart of Canada’s cities, but in 
Toronto, for example, we found 
there were large numbers of 20— to 
24-year-old males living close to 
existing facilities. Only two of the 
seven replacement projects we 
audited had studied the unit’s 
demographics, and in no cases were 
data on the unit’s community evalu- 
ated in terms of the recruiting 
possibilities. Determining the best 
site for an armoury always involves 
some judgment by Forces staff. The 
Department, however, has not pro- 
vided an adequate analytical 
framework in which to make this 
judgment. 


e The Department located Naval 
Reserve Divisions in Rimouski, 
Chicoutimi and Trois—Riviéres as 
part of the “Naval Presence in 
Quebec” project, without any 
detailed analysis of recruiting 
potential. Although the Depart- 
ment concluded that all the units 
could recruit a full 200—-member 
Division by 1990-91, at the time of 
our audit two of the units had 
reached only 52 and 62 percent of 
their establishments, short of even 
their adjusted target of 79 percent. 
Departmental analysis shows that, 
in at least one community, young 
people are moving away due a 
shortage of educational and job 
opportunities. 


e The Department has not located the 
Air Reserve Training Centre on a 
base capable of supporting its rapid 
growth, nor has it been able to 
identify a suitable base for the 
future because of uncertainties in 
force structure planning and the 
lack of integration between force 
and facility planning in the Depart- 
ment. 


Facility requirements need to be 
met more quickly and more 
completely 


18.128 We reviewed the length of 
time it takes the Department to satisfy 


The Canadian Forces Reserves 


requirements for Reserve facilities. 
We found it takes about 15 years to fund 
a project, and then an additional six 
years to build it. 


18.129 We also found that facilities 
are deficient overall. Officials were 
well aware of deficiencies, but told us 
that budget limitations and lack of 
available land precluded a solution. 
For example: 


e the planned $106 million Militia 
Training Support Centre in Mea- 
ford will be about half the size 
necessary to support training 
requirements, according to the 
Department’s Range and Training 
Area Development Plan; 


e only 2 percent of Militia units have 
the required access to training 
areas, and 30 percent have no 
access within normal travel time to 
adequate collective training areas 
of any type. Land may not be 
available to eliminate the defi- 
ciencies; 


e 48 percent of Naval Reserve faci- 
lities do not meet minimum mili- 
tary guidelines; and 


e the Militia and the Communication 
Reserve have identified 44 major 
armoury replacements that are 
needed, roughly a third of the 
existing buildings. 


18.130 This shortfall again empha- 
sizes the critical deficiency in 
resources available to meet operational 
requirements, and the need to define an 
affordable force structure. It also 
confirms the need to pursue the most 
cost-effective options in meeting 
infrastructure needs. Total Force plans 
are aimed at increasing the size of the 
Reserves, especially the Militia, and 
more fully integrating them with the 
Regular Force. There is therefore a 
need to provide adequate training. If 
shortages of training facilities persist 
over the long run, it will be necessary to 
find alternative means of training or to 
adjust standards of readiness. 


The Department has 
constructed facilities that 


have not been justified by 


operational requirements, 
facilities that are much 
larger than their actual 


use requires, and facilities 


for which site selection is 
questionable. 
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The two largest Reserve 
components — the Naval 
Reserve and the Militia — 
cannot currently maintain 
the performance levels 
desired by the 
Commands. 
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18.131 The Department should 
develop a strategic plan for facilities 
as an integral part of its long-term 
force development plans. This plan 
should be all-encompassing, based 
on a complete review of existing 
facilities and a thorough analysis of 
other factors such as demographics, 
recruiting and retention history, and 
economics. It should take into 
account the need to optimize the use 
of suitable infrastructure by the 
appropriate combining of units and 
sub-units to permit the disposal of 
facilities in poor condition, the opti- 
mum use of suitable facilities, and the 
creation of new facilities based on 
force structure needs and other 
national factors. 


Department’s response: The Depart- 
ment uses the same basic process 
suggested in the recommendation. The 
Canadian Forces Development Plan, 
and departmental infrastructure acti- 
vities, will put in place the mechanism 
to prepare a Strategic facilities plan. 
Special efforts will continue to address 
the particular requirements of the 
Reserve, including demographics, 
recruiting, retention, and the minimiz- 
ation of travel time. 


The Current Capability Level 
of Reserve Components 
Needs to Be Reviewed 


Primary Reserve readiness is low 


18.132 There is no absolute standard 
of readiness for a country’s Reserve 
force. The state of readiness at whicha 
government holds its forces depends on 
its appreciation of the military threat 
and the resources available to meet it. 
We expected that senior headquarters 
would have defined standards of readi- 
ness and communicated them to all 
units. We also expected that readiness 
standards for the Reserves would be 
lower than those of the Regular Force. 


18.133 However, the Canadian 
Forces has not established readiness 


goals for most of its Reserve Forces. 
National Defence has not rescinded the 
Canadian Forces Readiness and Sus- 
tainment Policy, issued in 1985, which 
officials consider obsolete. The policy 
did not provide guidance on the warn- 
ing time commanders could assume 
before the commencement of oper- 
ations. The present force structure 
seems to require that part of the 
Reserves be deployable in less than 30 
days, but Commands have not formally 
communicated this to the units them- 
selves. 


18.134 Commands now rely on a 
variety of performance measures to 
assess Reserve readiness. We found, 
however, that the two largest Reserve 
components — the Naval Reserve and 
the Militia — cannot currently main- 
tain the performance levels desired by 
the Commands. They are affected by 
the factors described in previous sec- 
tions of this chapter, including unclear 
roles, low turnout of personnel, and 
equipment shortages. 


18.135 The Naval Reserve Combat 
Readiness Reporting System shows 
that only one-quarter of the time do 
individual divisions achieve Combat 
Readiness Scores exceeding 50 percent 
for any of their assigned tasks. Mari- 
time Command officials attributed low 
performance to attrition, turnout diffi- 
culties, and equipment deficiencies 


. and noted that the acquisition of new 


equipment would improve the situ- 
ation. They also told us that perform- 
ance below standard was acceptable 
Since they expected to have warning 
time during which teams could be 
brought to standard. We found, how- 
ever, that current standards do not state 
how much time would be required or 
what warning time is anticipated. 


18.136 Militia units lack perform- 
ance standards. However, periodic 
exercises and staff assessments show 
that the level of Militia training is very 
low and that the Militia cannot conduct 
field operations above the sub-unit 
level. Training System staff estimated 
that a large proportion of Militia 


members would have to redo basic 
occupational training before deploy- 
ment, though trainers had considered 
them qualified. 


18.137 Poor turnout affects both the 
Naval Reserve and the Militia. The 
inability to achieve a 30 percent turnout 
target for exercises from 1988 to 1990 
has directly affected the peacetime 
effectiveness of the Naval Reserve. On 
average, both Naval Reserve and Mil- 
itia Commanding Officers estimate 
that less than half their Reservists 
would turn out voluntarily for a combat 
task. 


18.138 As we have noted already, 
Reserve units lack both the training to 
maintain combat readiness and the 
equipment required for field operations. 


18.139 The Air Reserve is more ready 
than either the Naval Reserve or the 
Militia. It can maintain the flying 
qualifications of the required number 
of pilots, although these pilots may be 
under flying restrictions that would 
affect operational employment. At the 
time of our audit, the two largest Air 
Reserve units, 1 and 2 Tactical Air 
Wings, which together amount to about 
25 percent of the total strength of the 
Air Reserve, lacked an approved 
organization or role. This prevented 
them from having an entitlement to 
equipment that would allow them to 
deploy tactically. The Department 
approved an organization for these 
units in late 1991. Air Reserve exercise 
reports show that Reserve personnel 
are not always available due to civilian 
job demands. Commanding Officers 
told us that less than two-thirds would 
turn out for a combat task. However, 
recent experience indicates that when 
requirements can be met by allowing 
Reservists to be employed using part— 
time job sharing, as was done during the 
Oka crisis, or when only small numbers 
of Reservists are needed as was the case 
during the Gulf War, sufficient Air 
Reserve personnel have been avail- 
able. 
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18.140 We found few serious defi- 
ciencies in Communication Reserve 
readiness, although officials have noted 
problems with training levels, equipment 
shortages, and training realism. 


18.141 The Department should 
continue to adjust roles, training and 
equipment so that the Reserves can 
reach a prescribed level of readiness 
that can be shown to be a cost-effec- 
tive use of defence resources. 


Department’s response: Concur. 
Note responses to paragraphs 18.48 
and 18.107. 


The Supplementary Ready Reserve 
has increased in size, but is not 
matched to Force requirements 


18.142 The Supplementary Ready 
Reserve (SRR) is a sub—component of 
the Reserve Force, made up of former 
members of either the Regular Force or 
the Reserves, or of individuals without 
military experience but with special 
skills for which there is a military need. 
The primary purpose of the SRR is to 
augment the Canadian Forces with 
previously trained personnel in times 
of national emergency or mobilization. 
It has a secondary role of augmenting 
the Canadian Forces in peacetime, 
when required. 


18.143 At the time of our audit the 
target strength of the Supplementary 
Ready Reserve was about 16,000 
members, costing the Department 
about $8 million annually to pay and 
administer. Administrative costs con- 
sume about 60 percent of the SRR 
budget. 


18.144 Ourauditconsisted of review- 
ing the personnel files of the 8,173 
members of the SRR who were on the 
Department’s central computer data- 
base in October 1991. We found that: 


e over 43 percent did not meet the 
Department’s military currency 
requirements, in that they had not 
trained or re—qualified for their 
occupation in over five years; 
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e although Ready Reservists are 
required to be medically fit, no 
medical information is available on 
the most recent SRR database. In 
January 1991, over 50 percent of 
those with medical data on their 
records had last been certified more 
than five years before our audit; and 


e program managers make no 
attempt to screen out, or otherwise 
manage, applicants who might not 
be available to the Canadian Forces 
in an emergency because their 
civilian employment would be con- 
sidered essential. Of the 4,504 files 
that listed a civilian occupation, 
16 percent were employed either in 
an essential service job or by 
National Defence itself. 


18.145 Wealso found that the Depart- 
ment is unable to apply the central 
management concept behind the Sup- 
plementary Ready Reserve — that 
individuals would be recruited against 
requirements of individual positions 
identified in the War Establishment — 
because no approved War Establish- 
ment exists. The Department is there- 
fore recruiting Ready Reservists into 
“pools” that lack occupational and rank 
criteria. Departmental officials could 
not say to what extent SRR members 
would match actual requirements. 


18.146 In our opinion the SRR is not 
effectively screening entrants, main- 
taining training, or separating those 
unable to remain current. Value for 
money is not being attained. 


18.147 The Supplementary Ready 
Reserve concept should be re-exam- 
ined and validated. The Department 
should ensure that those enrolled are 
current in required skills, are medi- 
cally fit, are available for service and 
are in an appropriate occupation and 
rank. 


Department’s response: Concur. 


Accountability for 
Performance Needs to Be 
Improved 


Internal accountability is weak 


18.148 We found that internal per- 
formance management systems are 
weak or non-existent. We reviewed the 
Reserve readiness reporting systems 
maintained by the Commands to deter- 
mine the extent to which they had 
assigned clear, realistic, measurable 
and attainable tasks to each Reserve 
unit. We also examined whether they 
had put systems in place to monitor and 
regularly measure organizational defi- 
ciencies and performance. In the three 
largest Reserve components we found 
serious deficiencies in performance 
reporting. Mobile Command, in par- 
ticular, does not know how many 
Militia soldiers would be ready for 
deployment, how many sub-units it 
could depend on, or what their level of 
training really is. 


18.149 The Communication Reserve 
is almost completely integrated with 
the Regular Force and does not have, or 
require, a separate reporting system for 
its units. 


Management responsibility is 
diffused 


18.150 Throughout our audit, we 
noted that existing management sys- 
tems are not designed to allow man- 
agers to make trade-offs in the interest 
of overall cost—effectiveness. Separate 
allocations are made for the numbers of 
Regular Force personnel, the numbers 
of Reserves, capital equipment and 
facilities. This appears to have created 
incentives to get the maximum poss- 
ible of each resource type, rather than to 
get the best mix. Some Commands, for 
example, are continuing to increase the 
number of Reserves although equip- 
ment for them is not yet available. 
Plans to upgrade armouries are pro- 
ceeding, despite the recognized need to 
carry out a fundamental review of the 
numbers and types of units needed. 


Because information is inadequate, it is 
unlikely that the best mix can be 
determined. 


18.151 What is needed is a way to 
provide an operational, performance— 
oriented perspective to major manage- 
ment processes, including those related 
to the Reserves. The Ministry of 
Defence in the United Kingdom has 
fully implemented a “shadow budget- 
ing” system to provide its senior mili- 
tary commanders with resource 
information linked to operational per- 
formance. National Defence is itself 
experimenting with a similar system on 
two Canadian Forces bases, so far with 
positive results. This concept is con- 
sistent with the underlying theme of 
Public Service 2000, that managers 
should be allowed to manage and 
should be given the tools to make 
decisions. We believe that this 
approach should be expanded as 
broadly as possible within the Depart- 
ment and the Canadian Forces. 


Parliament should be better 
informed 


18.152 The Department provides 
information to Parliament through Part 
Ill of the Estimates and through testi- 
mony to parliamentary committees. 


18.153 Treasury Board policy states 
that each Part III shall provide enough 
information to help Members of Parlia- 
ment understand and assess a pro- 
gram’s planned and actual 
performance in terms of results and 
related resources. Part IIIs are to 
contain key indicators of performance 
for each activity, the performance of 
the activity with respect to such indica- 
tors, and a justification of the amount 
and type of resources required. 


18.154 Many of our prior Reports have 
contained references to deficiencies in 
the Part IIIs. In 1988 we recommended 
that the Department of National Defence 
define reporting indicators that would 
not compromise national security, and a 
timetable for introducing these indica- 
tors into Part Is. 
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18.155 The Department has declined 
to do this because of “the classified 
nature of performance indicators” used 
within the Department. We have 
observed that classification of data has 
not deterred the United States Depart- 
ment of Defense from providing Con- 
gress with performance information. 


18.156 We reviewed Part III of the 
Estimates, and testimony given since 
1987. We found that National Defence 
provides very little performance 
information about the Reserves. Part 
If includes none at all, reporting only 
gross budgets and the “Paid Ceiling” of 
each Command, or number of Reser- 
vists who could be enrolled if each 
worked an arbitrary average number of 
days. 


18.157 Paid Ceiling is a poor indica- 
tor of the available military manpower. 
Exhibit 18.7 shows that, for the Militia, 
Paid Ceiling is much higher than effec- 
tive strength, trained strength, and the 
number of Reservists believed to be 
trained and available. 


18.158 The Reserves represent over a 
third of Canada’s military manpower. 
As our audit has shown, there are severe 
deficiencies in the readiness of the 
Naval Reserve and the Militia, and 
significant deficiencies in the Air 


What is needed is a way 
to provide an operational, 
performance-oriented 
perspective to 
management processes. 


Exhibit 18.7 


Militia Strength Measures 


Comparison of Incumbents/Actual Usable 


Number of Soldiers (Thousands) 


25— 


20— 


Militia Strength 


Estimate Source 


Paid Ceiling 


Effective Strength 


Estimated Available in 
Emergency Plan 


Estimated Trained and ¢7 
Available by Staff WL. 


Estimated Trained and 
Available by Unit Commanders 


Yn __ 
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Reserve. These are of a nature to affect 
the general performance of the Total 
Force activities that form the basis of 
the Part IIIs. 


18.159 In our opinion, the situation is 
unsatisfactory. The Department is 
providing little meaningful informa- 
tion to Parliament, while increasing its 
expenditures and its reliance on a 
component of the Canadian Forces that 
has undisclosed performance prob- 
lems. 


18.160 Departmental officials told us 
they are making efforts that, if success- 
ful, could result in the inclusion of 
performance indicators for Reserves in 
Part III of the Estimates. 


18.161 The Department should 
undertake a general review of organ- 
ization and accountability to ensure 
that officials are held responsible for 
Reserve program performance and 
are provided with the authority and 
information required to make 
necessary decisions. 


Department’s response: Implementa- 
tion of Total Force and restructuring of 
formations and units, including the 
land force area structure, are improv- 
ing the alignment of responsibility and 
accountability. 


Adjustments to the Operational Readi- 
ness and Effectiveness System include 


Reserves within assigned Total Force 
taskings. 


Efforts will continue, through con- 
tinued decentralization and other 
initiatives, to better link activities to 
resource management for all aspects 
of the Department, _ including 
Reserves. 


18.162 The Department should 
include in Part LI of the Main 
Estimates enough information about 
the performance of the Reserves to 
permit Parliament to assess their 
cost—effectiveness. 


Department’s response: At the time 
the operational plan framework was 
developed, the Department's manage- 
ment decided with the concurrence of 
both Treasury Board Secretariat and 
the Office of the Comptroller General 
to include Reserves with the asso- 
ciated Regular Force entity rather 
than to identify them separately. This 
approach is consistent with the Total 
Force concept. DND does not intend 
to report Reserves as a separate activ- 
ity in Part III Estimates. However, as 
Total Force and resource management 
initiatives mature, more detailed data 
on resources will be readily available. 
This information will be carefully 
analyzed by the Department and made 
available to Parliament in a manner 
appropriate to Total Force reporting. 
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Main Points 


19.1 The Special Import Measures Act provides a legislative framework to offer remedy to 
domestic producers against material injury caused by dumped or subsidized goods from other 
countries. The Department of National Revenue — Customs and Excise is primarily responsible for 
investigating allegations of dumping or subsidizing causing injury. The Canadian International 
Trade Tribunal conducts inquiries and makes findings relating to injury. 


19.2 The Department has taken reasonable steps in initiating investigations and determining 
dumping. We observed some areas where the Department should maintain a broader perspective in 
considering injury during its investigation before making a preliminary determination. Further, 
there is a technical limitation arising from the legislation that precludes the Department from 
considering further evidence of injury when a case is referred to the Tribunal for advice at an early 
stage of the process. 


19.3 Undertakings offered by foreign exporters or governments can serve as a less costly 
alternative to a full-length proceeding. However, they can easily be vetoed and terminated by any 
interested party, thereby rendering previous negotiations and efforts futile. Moreover, the 
Department needs to monitor undertakings closely to ensure that violations of their terms and 
conditions are detected promptly. 


19.4 The Department conducted an evaluation study in 1988 and has used the results to improve 
its administration of the program. The Department of Finance, the department responsible for policy 
and legislation, has conducted ongoing monitoring of anti-dumping and countervailing cases, but it 
has not completed a formal evaluation of the program since the Act came into force in 1984. In our 
view, such evaluation effort is needed to determine if the balance of rights and obligations 
established in 1984 continues to be appropriate in the present trade environment, particularly in light 
of the ongoing Uruguay Round of Multilateral Trade Negotiations and the Canada—United States 
Free Trade Agreement. 
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Introduction 


19.5 The Special Import Measures 
Act (SIMA) is Canada’s codification of 
anti-dumping and countervail rules 
resulting from the Tokyo Round of 
negotiations under the General Agree- 
ment on Tariffs and Trade (GATT). Itis 
a significant component of Canada’s 
import trade policy. The Act came into 
force in December 1984, replacing the 
Anti—dumping Act and certain provi- 
sions in the Customs Tariff concerning 
countervail. The SIMA program af- 
fects Canadian trade and many in- 
dustries. As of March 1992, existing 
anti-dumping and countervail cases 
involved approximately $2 billion of 
domestic goods and affected over 
10,000 jobs. 


19.6 The Special Import Measures 
Act provides a legislative framework to 
offer remedy to domestic producers 
against material injury caused by 
dumped goods by imposing anti- 
dumping duties or, in the case of 
subsidized goods, countervailing 
duties. “Dumping” refers to the selling 
of foreign goods to Canadian importers 
at prices lower than their home market 
prices or their production costs. Injury 
is often evidenced by a decline in sales, 
market share or profits; price erosion or 
suppression; a drop in employment 
levels; negative growth; and decreased 
utilization of production capacity. A 
causal link must be established be- 
tween dumping or subsidizing and 
injury before Canadian producers can 
obtain redress. Canada is one of the 
major users of anti-dumping measures 
among GATT signatories; it accounts 
for only a small percentage of the 
countervail actions. 


19.7. The Department of Finance is 
responsible for the SIMA policy and 
legislation. The Department of Nation- 
al Revenue — Customs and Excise and 
the Canadian International Trade 
Tribunal (CITT) are jointly responsible 
for administering the SIMA program. 
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19.8 The stages in the SIMA pro- 
cess and the related time limits are 
defined in the Act and summarized in 
Exhibit 19.1. With few exceptions, the 
process starts when a domestic pro- 
ducer files a complaint with the Depart- 
ment of National Revenue — Customs 
and Excise. The Department decides 
whether to initiate a case and is primar- 
ily responsible for investigating and 
determining whether dumping has oc- 
curred and the margin of dumping. The 
Tribunal is an independent quasi— 
judicial body acting as an administra- 
tive court in findings of injury. 


Audit Scope and 
Objective 


19.9 The audit focussed on the 
administration of the SIMA program 
by the Department and the Canadian 
International Trade Tribunal. We also 
examined the evaluation of the SIMA 
program. 


19.10 Our audit examined whether 
appropriate procedures and standards 
are in place to administer SIMA; and if 
the program had been evaluated and the 
results reported. We expected to find 
departmental systems and procedures 
to ensure timely and objective adminis- 
tration at the least possible cost to all 
parties involved. 


19.11. We carried out our work 
mainly at the Assessment Programs 
Division of the Department’s Customs 
Programs Branch in Ottawa. We also 
interviewed representatives from the 
Tribunal and the International Econ- 
omic Relations Division of the Inter- 
national Trade and Finance Branch in 
the Department of Finance. 


Findings and 
Observations 


19.12 Our major findings are re- 
ported in this chapter. Other findings 
were brought directly to the attention of 
the Department’s senior management. 
We made observations in three areas — 


The Special Import 
Measures Act provides a 
legislative framework to 
offer remedy to domestic 
producers against 
material injury caused by 
dumped or subsidized 
goods. 
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Exhibit 19.1 


SIMA Process 


Properly 
Documented 
Complaint 


National Revenue — 


Decision to Preliminary 
Initiate Determination 
Investigation 
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consideration of injury during inves- 
tigations; undertakings; and program 
evaluation. 


Consideration of Injury during 
Investigations 


19.13. On the basis of a complaint 
filed by domestic producers, the De- 
partment initiates an investigation only 
if its preliminary review reveals a 
reasonable indication of injury result- 
ing from dumping or subsidizing. The 
Department has up to 90 days to makea 
preliminary determination or to ter- 
minate the investigation due to lack of 
evidence on injury, dumping or sub- 
sidization. Under SIMA, the 90-day 
period can be extended to 135 days. 


19.14 The SIMA legislation repre- 
sents a legislative framework of 
Canada’s international rights and ob- 
ligations as negotiated under the Sub- 
sidies and Anti-dumping Codes of 
GATT. In the view of the Department of 
Finance, the objective of the program is 
to balance these rights and obligations 
among all parties involved. The legis- 
lation provides a right of recourse for 


acceptance of undertakings 
allowed during this period* 


90 days 
(may be extended to 135 days) 


Determination 


domestic producers against foreign 
trade practices causing injury, while 
affording a safeguard to importers and 
foreign exporters against undue trade 
harassment. 


19.15 Exhibit 19.2 shows a sum- 
mary of SIMA cases from December 
1984 to March 1992. The Department 
of National Revenue — Customs and 
Excise received 86 properly docu- 
mented complaints and initiated 77 
investigations. Approximately 70 per- 
cent of all cases went through the 
full-length proceeding, including an 
inquiry by the Tribunal. About a third 
of the cases heard by the Tribunal ended 
in a finding of no injury. 


There was limited consideration of 
injury during investigation leading 
to preliminary determination 


19.16 The GATT codes require the 
evidence of dumping and injury to be 
considered simultaneously during the 
investigation phase. Similarly, under 
SIMA, the Department continues to be 
responsible for ensuring that there is a 
reasonable indication of injury before 
it makes a preliminary determination, 


period for Tribunal inquiries and 
application of provisional duties 


Final Tribunal 


Finding 


Interested parties may 
request the Canadian 
International Trade 
Tribunal to render 
advice concerning the 


If the investigation has The Department 
not been terminated concludes its 
due to insufficient investigation. It injury and causation. 
evidence of dumping, specifies the subject A duty is imposed on 
subsidizing or of goods and the margin all dumped and 
injury, the Department of dumping or amount subsidized goods 
whether to initiate an injury and causation. estimates the margin of of the subsidy. subject to a finding of 
investigation. dumping or amount of injury. 

the subsidy and 

specifies the subject 

goods. 


Tribunal findings 
relate to material 


Customs and Excise 
evaluates the submitted 
evidence of dumping 
or subsidizing and of 
injury to decide evidence on material 


* Investigation is suspended following an acceptance of undertakings to raise prices or to eliminate or limit subsidization for exports to Canada. 
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unless the case has been referred to the 
Tribunal for advice. 


19.17 We found that the Department 
has consistently met the legislated time 
limits in administering SIMA. Al- 
though dumping and injury have both 
been considered during its investiga- 
tions, the Department has been largely 
preoccupied with the determination of 
dumping and the related margins. It has 
sought evidence almost exclusively on 
the volume, normal values and export 
prices of the alleged dumped goods, 
and done little investigation work on 
injury. In the case files we reviewed, 
the Department’s consideration of in- 
jury was limited to confirming with 
complainants the information they had 
supplied. 


19.18 The existing GATT codes 
provide for interested parties to offer 
opposing views concerning injury 
throughout the investigation. National 
Revenue — Customs and Excise and 
the Department of Finance acknowl- 
edge that importers, exporters and 
foreign governments are not precluded 
from making representations disputing 
the claim of material injury. However, 
we observed that procedures for mak- 
ing representations or submissions 
have not been established by National 
Revenue — Customs and Excise. 


19.19 While the Department’s pri- 
mary role is the determination of dump- 
ing and the related margins, we are of 
the opinion that the interests of all 
parties would be better served if the 
Department maintained a broader per- 
spective in considering injury during 
investigations. 


Referral for Tribunal advice 
precludes the Department from 
considering further evidence of 
injury 

19.20 The question of injury can be 
referred to the Canadian International 
Trade Tribunal for advice at several 
early stages of the SIMA process. 


Sections 33(2) and 34(b) of the Act 
provide for two of these referrals. 
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Essentially, within specified time 
limits, interested parties have the right 
to refer a case to the CITT to determine 
whether an investigation is warranted 
on grounds of injury. 


19.21. The Tribunal examines the 
evidence of injury and renders its 
advice within 30 days of the referral. 
The evidence available to the Tribunal 
for this examination is the information 
filed with the Department by the com- 
plainant before the start of the inves- 
tigation. If CITT advises that the 
evidence of injury is insufficient, the 
Case is terminated. If it advises that 
there is a reasonable indication of 
injury, the Department proceeds with 
the investigation but is precluded from 
considering the question of injury 
further. 


19.22 Prior to initiating the inves- 
tigation, the Department receives in- 
formation from one party, the 
complainant. It is in the investigation 
stage that the Department starts to 
contact the importers and foreign ex- 
porters — the opposing parties. Addi- 
tional information obtained during this 
stage could render the previous evi- 
dence of injury insufficient. Neverthe- 
less, by virtue of the Tribunal’s advice, 
the Department is still obliged to carry 
the case through the full proceeding 
unless it can be terminated on grounds 
not related to the question of injury. 


19.23. Exhibit 19.3 describes a case 
where, subsequent to the Tribunal’s 
advice, the Department became aware 
of additional information that could 
have had a bearing on the complain- 
ant’s claim of injury, but which it could 
not pursue. The case ended in a finding 
of no injury. 


19.24 We found that, since De- 
cember 1984, the Tribunal has dis- 
agreed with the Department in only two 
of the 32 cases on which it has rendered 
advice under these provisions. We 
believe that the high incidence of the 
Tribunal’s upholding the Department’s 
decisions could be due in part to the fact 
that its examination is restricted to the 
same evidence the Department has 


During its investigations, 
the Department has been 
largely preoccupied with 
the determination of 
dumping and the related 
margins. 


Exhibit 19.2 


Summary of SIMA Investigations 
1 December 1984 to 31 March 1992 


Total properly documented 


complaints received 86 
Total investigations initiated 77 
Investigations in progress 2 


Investigations terminated, 
suspended or subjected to 
full-length proceeding 75 


16% No injury 
| 33% 


67% 
Injury 
Terminated due to insufficient 


evidence of injury, dumping or 
subsidizing 


Suspended following the 
acceptance of undertakings 


Full-length proceeding: cases 
fea heard by the Canadian 
International Trade Tribunal 
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In rendering advice, the before the start of an investigation. Of 
the 22 cases where the Tribunal advised 


Tribunal’s examination is that there was a reasonable indication 


restricted to the same of injury and that were subsequently 

heard by the CITT, eight resulted in 
evidence the Department findings of no injury or partial injury. 
has before the start of an 19.25 Proceeding to a full hearing 
investigation. involves additional time, effort and 


costs to all parties. In our view, all 
parties would benefit if the advice 
resulting from CITT referrals did not 
preclude the Department from con- 
sidering any further evidence of injury 
before making its preliminary determi- 
nation. 


Undertakings 


19.26 An undertaking represents an 
offer from a foreign exporter or govern- 
ment to increase the export price, 
eliminate the subsidy, or limit the 
quantity of the subject goods to be 
exported to Canada, effectively elim- 


Exhibit 19.3 


Case: Polyphase Induction Motors Over 200 H.P. from Brazil, 
France, Japan, Sweden, Taiwan, U.K. and U.S.A. 


Date Event 


30 September 1988 The Department initiated investigation and indicated that the 
complaint was supported by two other domestic producers. 
Among other effects, the complainant claimed injury in the form 
of lost sales, loss of market share and price suppression. 


2 November 1988 The Tribunal advised that the evidence supported a reasonable 
indication of material injury. 


29 December 1988 The Department made a preliminary determination noting that 
one of the domestic producers could not support the complaint 
concerning large motors and that the producer had proposed to 
include in the complaint only motors up to 1,000 H.P. The 
Department indicated that such a proposal, if accepted, would 
exclude a significant value of imports that had been found to have 
been dumped and subsidized, and that were still claimed to be 
causing injury. With respect to injury, the Department stated that 
the Tribunal’s advice precluded the Deputy Minister from 
terminating the investigation for insufficient evidence of injury. 


28 April 1989 CITT made a finding of no injury. Among its reasons, the 
Tribunal noted that a significant portion of the domestic 
producers’ loss of market share in 1987 had been due to imports 
of motors over 8,000 H.P. from a country not party to the 
investigation. Their market share had increased in 1988. 
Consequently, the Tribunal saw no clear evidence of any loss of 
market share by domestic producers nor a substantial degree of 
import penetration by any of the subject countries. The Tribunal 
also found no direct evidence of price suppression, given the 
customized nature of the motors for each contract and the absence 
of any meaningful price lists. 
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inating the injurious effect of dumping 
or subsidization. If the Department 
accepts an undertaking, its investiga- 
tion is suspended. An undertaking is 
often viewed as an expeditious and less 
costly alternative to a full-length in- 
vestigation and Tribunal inquiry. 


19.27. Undertakings demand con- 
siderable time and effort from the 
Department as they must satisfy a 
number of conditions. For example, 
the undertakings must cover all or 
substantially all of the allegedly 
dumped or subsidized goods. They can 
be accepted only after an investigation 
is initiated but before the Department 
makes a preliminary determination. 
Undertakings have been accepted in 
approximately 12 percent of all inves- 
tigations initiated since December 
1984. 


Undertakings can easily be vetoed 
and terminated 


19.28 Under the Act, the Depart- 
ment is required to terminate an under- 
taking without cause if requested by a 
complainant, importer, foreign ex- 
porter or government within 30 days 
after its acceptance. Such termination 
renders previous negotiations and ef- 
forts futile. If an undertaking is termin- 
ated, the investigation process resumes 
and the Department continues to be 
bound by the legislative time limit to 
make its preliminary determination. 


19.29 We noted that the existing 
provisions permit any party to become 
an importer of record and to then veto 
an undertaking that has been nego- 
tiated between the Department and the 
foreign exporters. Exhibit 19.4 illus- 
trates a case where this was used by a 
manufacturer to exclude a certain prod- 
uct from the list of subject goods 
covered by an undertaking. The De- 
partment had to change its position and 
accept the exclusion at the last minute 
to secure the undertaking. The Depart- 
ment noted that any importer, includ- 
ing small—volume importers, could 
request that an undertaking be termin- 
ated. 


19.30 Inacase involving subsidized 
foreign goods, the Department ex- 
tended the 90-day limit on negoti- 
ations and took 131 days to secure an 
undertaking. After the undertaking had 
been accepted, the complainant de- 
manded that the quantity of the subject 
goods be further reduced. The demand 
was not accepted by the foreign delega- 
tion and the undertaking had to be 
terminated at the complainant’s re- 
quest. 


The Department needs to monitor 
undertakings closely 


19.31 Undertakings require moni- 
toring to ensure that their terms and 
conditions are respected. Violations of 
the terms and conditions can cause the 
undertakings to be terminated. The 
SIMA provisions permit the Depart- 
ment to apply duties retroactively, but 
only to 90 days before the notification 
terminating the undertakings. Conse- 
quently, violations can escape duties if 
not detected promptly. 


19.32 In the case shown in Exhibit 
19.5, undertakings originally accepted 
in January 1988 were renewed in 
January 1991. Between January and 
June 1991, there were shipments of the 
subject goods at prices below those 
negotiated in the undertakings. The 
violation was not detected until Sep- 
tember 1991. At that time, the Depart- 
ment terminated the undertakings and 
had to make its preliminary determina- 
tion on the same day, using 1987 data. 
Although anti-dumping duties could 
be applied retroactively for 90 days, the 
shipments before 25 June 1991 that had 
violated the undertakings escaped the 
duties. 


19.33 By its nature, the monitoring 
of undertakings takes place after the 
subject goods arrive in Canada. We 
noted that this monitoring is done only 
at Headquarters; regional staff are not 
involved. The enforcement staff at 
Headquarters scan the Customs com- 
mercial database periodically for ship- 
ments of goods subject to undertakings, 
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and request the related documents for 
review. This results in a delay in 
detecting violations. The Department 
has begun to address this concern, and 
indicated in a draft regional handbook 
that it would introduce monitoring of 
undertakings by regional officers. As 
we concluded our audit in March 1992, 
departmental policy and procedures 
had yet to be developed. 


Program Evaluation 


19.34 As the department respon- 
sible for SIMA policy and legislation, 
Finance is responsible for evaluating 
the overall effects of the program. We 
would expect Finance to monitor the 
program on an ongoing basis and 
conduct periodic evaluations to deter- 
mine to what extent the program objec- 
tives and Canada’s _ international 
obligations are being met. In its 
Capacity as administrator of the pro- 
gram, we would expect the Department 
of National Revenue — Customs and 
Excise to review and report on the 
operational effectiveness of SIMA. 


An undertaking is often 
viewed as an expeditious 
and less costly alternative 
to a fulldength 
investigation and Tribunal 


inquiry. 


Violations can escape 
duties if not detected 


promptly. 


Exhibit 19.4 


Case: Oil and Gas Well Casing from Japan and the Federal 


_ Date Event 


28 October 1986 


30 October 1986 


5 November 1986 


_ 17 November 1986 


Republic of Germany 


One Canadian manufacturer asked the Department to clarify 
whether a green seamless tube was covered by the investigation 
initiated on 20 August 1986. 


The Department’s position was that the green seamless tube was 
included in the investigation. However, the manufacturer 
threatened to import some of these tubes and qualify as an 
importer of the subject goods, and to request a termination of the 
undertaking offer. While Finance believed that small volume 
importers should not be able to circumvent the undertaking 
process by merely requesting that an undertaking be terminated, 
the Department held that any importer, however small, could 
request a termination. 


The manufacturer informed the Department that it was an 
importer of subject goods. If the green tube were to be included 
in the undertaking accepted by the Department, it would request 
in writing that such an undertaking be terminated. 


The Department resolved the situation by excluding the green 
tube from the subject goods. It noted that such tube would be 
handled in a separate investigation should the need arise. 
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Management has used 
the results of its 1988 
study to improve program 
administration. 


The Department has reviewed and 
reported on the operational 
effectiveness of SIMA 


19.35 The Department undertook 
an evaluation study in 1988 on the 
administration of SIMA. The scope of 
the study included the accessibility to 
SIMA actions by potential complain- 
ants, and the Department’s investiga- 
tion and enforcement activities. In 


Exhibit 19.5 


particular, it addressed: 


e the disincentives to use SIMA; 


e the documentation of complaints 


and investigations; 


e the related departmental policy and 


procedures; 


e the organizational structure and 


human resources; and 


Case: Carbon Steel Welded Pipe from Brazil, Luxembourg, 
Yugoslavia, Belgium, France, Poland and Turkey 


Date 
16 September 1987 


7 December 1987 


29 January 1988 


18 January 1991 


January — June 1991 


25 September 1991 


23 January 1992 


Event 
Investigation initiated. 


The Department extended the 90—day limit for making a 
preliminary determination to 135 days to allow for discussion of 
undertakings. 


On the 135th day, the Department accepted undertakings given 
by exporters from Brazil, Luxembourg and Yugoslavia 
accounting for 92% of subject goods imported from the seven 
countries. Investigation was suspended concerning subject 
goods from these three countries as well as from Poland and 
Turkey. Due to the negligible volume of dumped imports, the 
investigation was terminated with respect to subject goods from 
Belgium and France. 


The Department renewed the undertakings following a review. 


Some 1,880 metric tons of subject goods contained in nine 
shipments from two major Brazilian exporters were imported to 
Canada at less than the undertaking prices, with estimated 
margins averaging 7%. 


The Department terminated the undertakings after discovering 
the violations. A preliminary determination was made the same 
day based on 1987 data. 


CITT made injury findings in the case of the subject goods from 
Brazil. Past injury was found on subject goods from 
Luxembourg, Yugoslavia, Poland and Turkey. 


Note: Retroactive dumping duties could only be applied for importations from Brazil during 
the 90-day period preceding the termination of the undertakings. Therefore, duties were not 


applied to the nine shipments made from January to June 1991]. 
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e the level of voluntary compliance 
by importers. 


The study relied on information ex- 
tracted from a departmental database, 
interviews with Customs staff, and 
surveys of complainants, importers, 
brokers and producers. 


19.36 On the basis of our examin- 
ation of the report and the supporting 
files, we concluded that the quality of 
the study is satisfactory. 


19.37 We noted that management 
has used the results of the 1988 study to 
improve program administration. The 
Assessment Programs Division pre- 
pared an action plan to implement the 
recommendations in the study and 
completed quarterly progress reports 
between November 1988 and February 
1990. The Department has, among 
other actions, implemented a public 
information strategy and streamlined 
enforcement efforts between Head- 
quarters and the regions. 


The impact and effects of the 
SIMA program have not been 
measured 


19.38 The 1988 departmental study 
addressed operational issues. The 
Department of Finance has been con- 
ducting ongoing monitoring of anti— 
dumping and countervailing cases. 
However, since 1984, when the SIMA 
legislation came into force, Finance 
has not completed a formal evaluation 
of the potential positive and negative 
effects of the program. 


19.39 Finance informed Parlia- 
ment, in its Part III of the 1991-92 
Estimates, that it planned to review and 
assess the impact of import legislation 
on the competitiveness of domestic 
firms. It indicated to us that work on the 
review had commenced in the spring of 
1991 but was suspended due to the 
uncertainty of the timetable for com- 
pleting the current Uruguay Round of 
the GATT Multilateral Trade Negoti- 
ations. 


19.40 We conducted a search of 
related literature to ascertain if it would 


be reasonable and appropriate to exam- 
ine the effects of the SIMA program. 
We identified a number of potential 
effects — both positive and negative — 
of SIMA-type programs. Some of the 
more important potential negative ef- 
fects that need to be considered in an 
evaluation include the following: 


e Protection afforded may shield do- 
mestic producers from competi- 
tion, thereby possibly diminishing 
their efficiency and capacity to 
compete in the long term. 


e Protection may harm Canada’s 
relationship with trading partners, 
possibly by creating a perception 
that foreign exporters are being 
harassed. 


e Protection may be detrimental to 
consumers, possibly increasing 
production costs and the ultimate 
prices of consumer goods. 


19.41 The conclusion of the 
Uruguay Round of trade negotiations 
would be an opportune time to amend 
the Special Import Measures Act. 
Moreover, the Canada—United States 
Free Trade Agreement requires the two 
governments to establish a new regime 
to deal with dumping and subsidization 
rules for bilateral trade. We are of the 
opinion that there would be merit in 
resuming the evaluation work to deter- 
mine if the existing policy framework 
balances the rights and obligations of 
all parties and best serves the Canadian 
interest. This would afford the Depart- 
ment of Finance with a policy position 
to assess the impact of the GATT 
proposal and to make policy changes 
should negotiations be concluded, and 
to develop mutually advantageous 
rules on this subject with the United 
States. 


Conclusion and 
Recommendation 


19.42 We found that, in general, the 
Department has taken reasonable steps 
in its handling of complaints, initiation 
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of investigations and conduct of dump- 
ing determination. Our examination 
revealed a number of areas where 
SIMA administration needs to or could 
be improved. Some of these are 
administrative procedures of the De- 
partment; others are limitations result- 
ing from certain technical aspects of 
the legislation. 


19.43 In addition to the time and 
effort spent by corporate executives, a 
full-length proceeding under the 
SIMA process costs each party no less 
than an estimated $40,000. In some 
cases, the estimated costs have esca- 
lated to over $1 million. We have 
offered our views in this chapter on 
certain technical limitations where 
possible legislative changes would fa- 
cilitate termination of an investigation 
when it is not warranted and would 
better secure undertakings as a less 
costly alternative to a full proceeding. 
We consider our views to be consistent 
with the current policy intent. 


19.44 We have also commented on 
the lack of formal evaluation of the 
program by the Department of Finance. 
Such evaluation effort is needed to 
determine if the balance of rights and 
obligations established in 1984 con- 
tinues to be appropriate in the present 
trade environment and in the foresee- 
able future. 


19.45 The Department of Nation- 
al Revenue — Customs and Excise 
should maintain a broader perspec- 
tive to give greater consideration to 
injury during the investigation stage 
leading to preliminary determina- 
tion, and should implement its plan 
to monitor undertakings closely in its 
administration of the Special Import 
Measures Act. 


Department’s response: We are 
pleased with the overall results of the 
comprehensive audit and that it dem- 
onstrates that we have taken reason- 
able steps in administering the Special 
Import Measures Act. We undertake to 
keep our administrative procedures 
under review in order to continue to 
improve, wherever possible, service to 


The Canada-United 
States Free Trade 
Agreement requires the 
two governments to 


establish a new regime to 


deal with dumping and 
subsidization rules for 
bilateral trade. 
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all parties affected by the legislation. 
We will also more actively pursue the 
possibility of using mutually agree- 
able undertakings to provide all those 
affected by an investigation with an 
option to the costs of the full legislative 
anti—-dumping/countervailing duty 
process under SIMA. When the out- 
come of the conclusion of the Uruguay 
Round of negotiations under the GATT 
is clear, consideration will be given to 
ways in which the administrative pro- 
cess can be altered to provide for 
further examination of the question of 
injury prior to the preliminary de- 
termination. Our regional offices are 


_now actively monitoring undertakings 


so that any potential violations can be 
identified in a more timely manner. 


19.46 The Department of Finance 
should resume and complete its for- 
mal evaluation of the import policy 
framework. It should also consider, 
if appropriate, proposing amend- 


ments to provisions of the Act con- 
cerning the _ limitations on 
investigation by the Department of 
National Revenue — Customs and 
Excise in cases referred to the Cana- 
dian International Trade Tribunal 
for advice on injury, and to the 
provisions for veto of undertakings. 


Department’s response: We agree 
with the recommendation. It is our 
intention that as the outcome of the 
Uruguay Round of Multilateral Trade 
Negotiations becomes clear, we will 
intensify our work toward this end. 
This review will, inter alia, investi- 
gate, in consultation with the Depart- 
ment of National Revenue — Customs 
and Excise, some of the administrative 
issues raised in the report and will 
consider whether legislative changes 
to SIMA are appropriate. Obviously, 
we will have to examine the recently 
negotiated North American Free 
Trade Agreement as well. 
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Main Points 


20.1 With only 20 months available from the time of the budget announcement and despite 
passage of the legislation on 17 December 1990, the Department managed to put systems and 
procedures in place to start administering the Goods and Services Tax (GST) by 1 January 1991. 


20.2 The Department achieved its registration target of 1.6 million by April 1991. However, we 
observed that many follow-up and maintenance actions are still needed in the registration program, 
which limits its capacity to identify new registrants. In addition, many accounts were cancelled 
without proper supporting documentation and the requirement for certain pertinent data was 
dropped from the original design of the registration form. 


20.3 The Department had implemented an extensive program to provide information to the 
public before the tax took effect. The demand for information services by telephone was massive in 
1991-92, requiring resources to be redeployed from the registration program and other enforcement 
activities. In responding to written queries, the Department needs to reassess its target response 
time, prioritize the requests, explore ways to better communicate changes to users and work with the 
Department of Finance to recommend timely enactment of proposed legislative amendments. 


20.4 = Almost 1.6 million of the 1.7 million registrants are small businesses filing returns on a 
quarterly basis. Although legislation provides certain options for simplification, they were chosen 
by few small businesses. The Department has started to address concerns to help simplify 
administration for the small business sector and itself. We believe that further simplification has the 
potential for significant efficiency gains to both registrants and the Department. 


20.5 The reporting of the start-up costs for GST was fragmented. Although many departments 
and agencies were involved, the overall costs were not consolidated and reported to Parliament. 
Furthermore, accountability and reporting for the development of the GST automated system, a 
major Crown project, need to be improved. 
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Background 


20.6 The Excise Tax Act was 
amended to replace the Federal Sales 
Tax with the Goods and Services Tax 
(GST), effective 1991. The imple- 
mentation of this new sales tax com- 
pleted the second stage of tax reform. 
The first stage, income tax reform, was 
implemented in 1988. 


20.7 The Federal Sales Tax had 
been a single-stage tax with a narrow 
tax base. By contrast, the Goods and 
Services Tax is a multi-stage sales tax 
applicable to most goods and services 
consumed in Canada. Sales tax reform 
has affected businesses and consumers 
and required the participation of a 
number of government departments 
and agencies. Interdepartmental com- 
mittees were struck to facilitate and 
co-ordinate the preparation and imple- 
mentation of the GST. 


20.8 The Department of National 
Revenue — Customs and Excise is 
responsible for administering the Ex- 
cise Tax Act; the Department of Fi- 
nance is responsible for sales tax policy 
and legislation. Some of the original 
departments and agencies are no longer 
involved with the GST, while others 
continue to play important roles. For 
example, the GST Consumer Informa- 
tion Office was established to inform 
consumers and receive complaints 
about the impact of the proposed GST 
on prices of consumer goods and ser- 
vices; the Department of National 
Revenue — Taxation administers the 
GST credits through the income tax 
system for qualifying individuals. 


20.9 The reform increased the 
taxpayer base from about 75,000 li- 
censed manufacturers, including those 
deemed to be manufacturers, to over 
1.7 million GST registrants. The 
Excise Branch of the Department has 
gone through its most significant 
change since the inception of the Feder- 
al Sales Tax in 1924. Its staff increased 
from about 1,600 person-years in 
1988-89 to approximately 5,600 per- 
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son—years by 1991-92, serving in 
Headquarters, 56 regional and district 
offices, and a processing centre tem- 
porarily located in Ottawa. Customs 
ports have also taken on additional 
responsibility, collecting GST on 
goods imported into Canada. 


20.10 Although the Department had 
been studying commodity tax reform 
for some time, it had only 20 months 
after the budget announcement in 1989 
to prepare and implement the new sales 
tax. Many of the major tasks and the 
corresponding milestones had to be 
met within the 20—month period. Some 
tasks involved setting up the Branch’s 
new infrastructure, including opening 
new district offices and the interim 
processing centre, recruiting and train- 
ing new staff, and developing depart- 
mental policies and procedures and 
automated support systems to admin- 
ister the tax. Other tasks involved 
certain sub—activities, including regis- 
tering businesses and organizations, 
and informing them about the GST. 


20.11 The registration program is a 
major compliance sub—activity of the 
GST. In general, every supplier opera- 
ting in Canada with revenues exceed- 
ing $30,000 annually from taxable 
supply of goods and services ought to 
apply and register with the Depart- 
ment. Making a taxable supply is 
defined in the Act as the provision of 
property or a service in the course of all 
commercial activities other than those 
specifically exempted. Registrants are 
liable for collecting and remitting the 
GST to the Department, net of any input 
tax credits to which they are entitled. 
The Department’s implementation 
plan included identifying potential reg- 
istrants, setting up registrant accounts, 
accepting and processing registrant 
elections and applications by January 
1991, and preparing for the filing of 
returns and remittances from regis- 
trants by February 1991. 


20.12 Informing suppliers of goods 
and services about the GST was another 
critical element in preparing and im- 
plementing the new tax. Businesses 


Sales tax reform has 
affected businesses and 
consumers and required 
the participation of a 
number of government 
departments and 
agencies. 
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The Department 
managed to put in place 
an infrastructure to start 
administering the GST by 
1 January 1991, the date 
it took effect. 
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and organizations also had to prepare 
for the GST. They had to be ina position 
to start charging and collecting the GST 
on 1 January 1991. Although the need 
to inform suppliers continued after the 
GST took effect, the Department 
viewed January 1991 as a significant 
milestone. 


20.13. The Department’s planning 
and implementation of the GST was an 
enormous task. It was particularly 
difficult given the limited time avail- 
able. The Department managed to put 
in place an infrastructure to start ad- 
ministering the GST by 1 January 1991, 
the date it took effect. 


Audit Scope 


20.14 The audit focussed on the 
registration program and the Depart- 
ment’s information. services to 
suppliers, including some aspects of 
the GST automated system supporting 
these areas. We also examined ac- 
countability for, and reporting on, the 
Department’s preparation and imple- 
mentation of the GST. 


20.15 We selected the registration 
program as an audit area primarily for 
two reasons. It was among the major 
tasks undertaken by the Department; 
and it forms the basis for tax adminis- 
tration. Its significance extends be- 
yond setting up new accounts. It 
authorizes suppliers to collect GST and 
establishes a taxroll for compliance 
verification, collection and audit en- 
forcement. We expected to find sys- 
tems and procedures for proper 
identification and follow-up of poten- 
tial registrants, ensuring timely actions 
and adequate coverage. 


20.16 The information — services 
function is fundamental to a self- 
assessing system as it fosters voluntary 
compliance. Suppliers have to under- 
stand their entitlements and obliga- 
tions before they can comply with the 
law. In this area, we expected timely 
dissemination of appropriate informa- 
tion and procedures to ensure that the 


legislation was interpreted consistent- 
ly. 


20.17 The sales tax reform was a 
major government initiative, and its 
preparation and implementation in- 
volved significant costs. We looked for 
mechanisms in place to establish ac- 
countability for such expenditures and 
to report on them. 


20.18 We carried out our work 
mainly in the Excise Branch at Head- 
quarters, five regional offices and some 
of their district offices, and the interim 
processing centre. We also inter- 
viewed staff from the Information 
Technology Branch of the Department. 


Observations and 
Recommendations 


Registration 


The Department achieved its 
registration target of 1.6 million 
despite late passage of the 
legislation 


20.19 The first step in the registra- 
tion program was to identify and con- 
tact potential registrants. Due to the 
nature of the GST, the Department had 
to contact virtually every business and 
organization to determine whether 
they ought to register. In its plans, the 
Department set an objective of regis- 
tering 1.6 million suppliers and indi- 
cated that it would prepare a master list 
for initial mailing from information 
contained in the income tax system. 


20.20 In August 1989 the Depart- 
ment generated a master list of poten- 
tial registrants from four databases — 
corporate, individual, payroll deduc- 
tion and charity. It then attempted to 
eliminate some of the duplications 
arising from combining the databases. 
In April 1990 the Department sent out 
approximately 1.9 million registration 
kits to potential registrants, followed 
by two sets of reminder notices sent in 
June and August 1990 respectively. In 
the August 1990 mailing, a further 


180,000 kits were sent to potential 
registrants newly identified from up- 
dated income tax data. In November 
1990 a final national mailing of regis- 
tration kits was sent to some of the 
potential registrants who had not yet 
responded to the Department. 


20.21 The Department’s plan for the 
registration program included two 
major assumptions. It anticipated a full 
12 months from the time the proposed 
GST legislation received royal assent 
to the date the tax would take effect. It 
also expected that registration would 
be mandatory and enforceable. 


20.22 Inreality, the Bill introducing 
the legislation for the proposed GST 
received royal assent only two weeks 
before the effective date, 1 January 
1991. Until the Bill was enacted, the 
requirement to register was neither 
mandatory nor enforceable. The delay 
in passage of the legislation may have 
led potential registrants to question 
whether the GST would indeed come 
into effect. Some may also have 
refused to register voluntarily before 
the legislation became effective. The 
Department’s role was limited to in- 
forming potential registrants and ad- 
vising them to register. 


20.23 Exhibit 20.1 shows the prog- 
ress and results of the registration 
program from May 1990 to April 1991. 
Potential registrants’ response to the 
campaign was slowatthe start. The rate 
of response doubled in the months 
following each mailing of reminder 
notices. Yet, by the end of September 
1990 — three months before the pro- 
posed implementation date — regis- 
trants numbered only 500,000, less 
than a third of the Department’s objec- 
tive. On 3 October 1990 Headquarters 
instructed regional and district staff to 
contact potential registrants by tele- 
phone and advise them to register. In 
December 1990, with the passage of the 
legislation, registration requests ar- 
rived in record volume and continued 
to mount in January 1991. In the end, 
the Department had registered 
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1.1 million businesses and organiz- 
ations by 1 January 1991, and achieved 
its target of 1.6 million registrants by 
April 1991. 


Some follow—up and maintenance 
actions have been taken but many 
are still needed 


20.24 Inthe months following royal 
assent, the Department was inundated 
with last-minute registration applica- 
tions. The actions required to follow 
up, adjust, correct and maintain regis- 
trant accounts dominated the oper- 
ations of the regional registration 
program in the remaining months of 
1991. 


20.25 Under the Excise Tax Act, 
various election options are available to 
registrants. The elections are required to 
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The actions required to 
follow up, adjust, correct 
and maintain registrant 
accounts dominated the 
operations of the regional 
registration program in 
1991. 
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be filed in a form and manner prescribed 
in regulations made pursuant to the Act. 
With only two weeks between royal 
assent and the effective date of the GST, 
the primary task at the time was to have 
the regulations and the election forms in 
place, and there was only limited time to 
inform the public about the elections. As 
many registrants were uncertain about 
them, errors were made in completing 
the forms and some registrants filed 
elections without fully understanding 
their implications. In some cases, regis- 
trants mistakenly completed and re- 
turned election forms that did not apply 
to them. All of this required follow—up 
and corrective action by Excise staff. 


20.26 Moreover, decisions on the 
design and development of the auto- 
mated system had to be made well 
before the regulations were in place. 
Consequently, there were types of 
transactions that had not been antici- 
pated in the system design. For 
example, the decision to permit joint 
filing for closely related corporations 
was made after system design was 
committed. Thus the system does not 
have the capability to process these 
filings and they have to be handled 
manually by Excise staff. 


20.27 Furthermore, the legislation 
requires non-residents without a per- 
manent establishment in Canada to 
provide security bonding when they 
apply to register. Non-resident regis- 
trants faced the difficulty of identifying 
companies that would provide the 
performance bonding required by the 
Department. The Department also did 
not require non-resident registrants to 
indicate whether they had a permanent 
establishment in Canada. The Depart- 
ment extended the time limit on provid- 
ing security to April 1991, and, in 
September 1991, it listed acceptable 
bonding companies in its directives to 
the staff. However, non-residents 
continue to have difficulty locating 
companies to fulfil the bonding re- 
quirement, and resources still have to 


be used to contact many of these 
registrants and to obtain the security. 


20.28 From 17 December 1990, the 
date of royal assent, until 26 March 
1991, the influx of requests for registra- 
tion was so intense that the Department 
decided to accept registration by tele- 
phone. The decision was made because 
the Department estimated that about 50 
percent of these registrants would not 
have been able to register otherwise. 
However, the decision increased the 
risk of errors and required follow—up 
action on registrants who failed to 
subsequently file signed registration 
forms with the Department. 


20.29 During the peak of the regis- 
tration program, the Department con- 
ducted limited checks on submitted 
forms before processing them. In some 
cases, staff were instructed to insert 
standard values so that the registration 
could be accepted by the system. For 
example, the staff inserted a standard 
figure as the sales volume if it had not 
been provided by the registrants. This 
resulted in a need to contact registrants 
to confirm data on the forms or com- 
plete missing information, some of 
which involved correcting the GST 
registrant database. In addition, there 
were instances where the standard 
values caused processing errors in 
subsequent transactions on the regis- 
trants’ accounts. 


20.30 The workload arising from 
these circumstances was in addition to 
actions required in following up the 
initial registration program. These 
actions consisted of tracking undeliv- 
ered kits and contacting potential regis- 
trants who had not responded to the 
initial registration kits. 


20.31 In the latter part of 1991, 
Headquarters assigned high priority to 
registration actions. Regions were 
instructed to follow up registrant files 
including undelivered kits, obtain se- 
curity from non-resident registrants, 
obtain outstanding and signed registra- 
tion forms and resolve possible du- 
plication of accounts. 


20.32 Atthe end of March 1992, we 
noted that some progress had been 
made but that many of these actions 
were still needed. Only four of the nine 
regions had started to follow up poten- 
tial registrants who had not returned the 
forms; three regions had yet to start 
tracking undelivered kits; and in four 
regions security from many non-tresi- 
dent registrants had yet to be obtained. 


Regional identification has been 
hampered by follow-up actions 


20.33 The income tax databases 
provided a starting point for the 
identification program. However, in- 
formation contained in the databases 
does not always reflect the current 
business operations of the individual or 
corporation, because returns are 
usually filed after the corresponding 
period has elapsed. Some gaps also 
exist by nature of the suppliers’ oper- 
ations. For example, partnerships were 
not required to file income tax returns 
and thus would not have been included 
in the initial selection, but the individ- 
ual partners would have been subject to 
selection through the individual in- 
come tax database. Other gaps might 
exist through non-compliance with 
income tax legislation. As a result, 
further identification of potential regis- 
trants is needed to narrow these gaps. 


20.34 The Department developed 
internal policies and procedures and, in 
July 1991, distributed a regional 
identification program manual in- 
structing the staff to identify potential 
registrants on an ongoing basis. In 
addition to possible gaps accounted for 
by new businesses formed after 1989, 
the staff were directed to focus on 
several major groups of potential regis- 
trants who might not have been in- 
cluded in the income tax data. For 
example, non-profit organizations and 
unregistered charities operating at a 
local level, unincorporated businesses, 
and businesses involving primarily 
cash transactions, particularly in the 
service sector, are among those identi- 
fied in the manual. 
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20.35 However, for most of 1991 the 
staff were occupied with follow-up and 
maintenance of the initial registration 
program, thus limiting their capacity to 
actively identify new registrants. In 
February 1992, the Department out- 
lined its policy and procedures for the 
regional identification program, re- 
quiring that each region establish a 
system to conduct ongoing identifica- 
tion, and providing guidance to the 
staff. By the end of March 1992, the 
regions were at different stages of the 
program. Some had begun active 
identification, while others were just 
starting to follow the program. 


Account cancellation could 
increase the government’s 
exposure to revenue loss 


20.36 Under the Act, the Depart- 
ment may cancel a registration if it is 
satisfied that the registration is not 
required. For example, a registrant 
could have ceased operations in Can- 
ada or have become a small supplier, 
and thus no longer be required to be 
registered. 


20.37 Cancellation involves de- 
registering or closing an account. 
Accounts that have been de-registered 
are to be brought forward to some 
future date for further compliance 
action. According to the Act, asupplier 
must remain registered for at least a 
year before de-registration is _per- 
mitted. However, early in the program 
many cancellation actions were needed 
simply to correct registrations made in 
error, or for those who had registered 
more than once. The Department made 
exceptions in these cases and instructed 
the regions to waive the one—year rule 
provided the following conditions 
were met: 


e the cancellation was requested in 
writing, on business letterhead if 
available; 


e the person had qualified as a small 
supplier since 1 January 1991; and 


e the person had never collected the 
GST. 
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Through a consultation 
process, the Department 
decided to limit the 
application to a one-page 
form to simplify its 
completion and 
encourage voluntary 
registration. 


In March 1992, we found 
that the regions continued 
to face many competing 
priorities. 
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20.38 Further to its directives, ac- 
counts can be closed only if there are no 
actions pending, such as the filing of 
returns, collection or audit. These 
accounts are not subject to further 
action. 


20.39 In our field visits, we re- 
viewed a number of cancelled regis- 
trant files. We observed that 
procedures varied between regions and 
that regional staff were not certain 
whether to de-register or to close 
certain accounts. We also observed a 
lack of supporting documents for many 
de-registrations and closed accounts, 
in some cases including a statement of 
the reasons for the cancellation. 


20.40 If an account is de-registered 
when it should be closed, the further 
action required for de-registrations 
adds to the regional workload unnec- 
essarily. Accounts that are closed when 
they should be de-registered bypass 
further compliance actions, with im- 
plications for potential revenue loss. 
For example, a supplier can be deemed 
to have made a supply and be required 
to pay GST on the fair market value of 
the assets used in its commercial activ- 
ities at the time it was de-registered. 
De-registered accounts also serve as a 
source of information for monitoring 
suppliers who, in time, may be required 
to register. Furthermore, in the absence 
of supporting information, a decision 
to cancel a registration could not be 
reviewed or challenged. Literature on 
other countries’ experience also shows 
that changes to the status of registrant 
accounts, such as account cancellation, 
represent an area that exposes the 
government to loss of revenue. 


Registration form lacked certain 
data needed for administration 


20.41 The registration form was in- 
tended to provide the Department with 
basic data in a standardized format for 
administering the tax. In its design, 
consideration had been given to keep- 
ing the form simple, easy to understand 
and complete, and focussing on data 
elements common to most applicants. 


Through a consultation process, the 
Department decided to limit the ap- 
plication to a one-page form to sim- 
plify its completion and encourage 
voluntary registration. In the final 
format, many data elements were 
dropped. 


20.42 For instance, we noted that 
there are no standard codes to categor- 
ize applicants’ industries. The Stan- 
dard Industrial Classification code was 
one of the data elements considered 
during the design stage but subsequent- 
ly dropped from the final form. The 
industry classification is important in 
helping to target registrants for com- 
pliance actions and audit. It could also 
serve to target the dissemination of 
information for registrants and users in 
the various industrial sectors. 


20.43 Additional data from regis- 
trants has to be obtained when future 
contacts are made. Some efforts have 
been made to code accounts using the 
brief description of the business that the 
registrants provide on the forms. 
However, at the end of March 1992 we 
were advised that over 700,000 ac- 
counts had yet to be coded. 


20.44 Inthe fifteen months since the 
GST became effective, the Department 
has registered an additional 700,000 
applicants and conducted many fol- 
low-up actions. In March 1992, we 
found that the regions continued to face 
many competing priorities. In some 
regions where an active identification 
program has been started, data have 
been obtained from municipalities or 
other organizations and used in the 
ongoing identification program. Other 
taxing authorities have similar tasks in 
attempting to identify cash—based 
operations and those in the “under- 
ground economy”. In our view, there 
would be merit in exploring an ex- 
change of information and strategy 
with them. 


20.45 The Department should, in 
addition to monitoring operations 
closely, re-evaluate priorities peri- 
odically to ensure that there is a 
proper balance between the ongoing 


identification programs and follow— 
up and maintenance actions. It 
should consider putting in place 
means to facilitate a further ex- 
change of information and _ tech- 
niques with other taxing authorities, 
to help identify registrants. 


Department’s response: We currently 
monitor operations via reporting from 
field operations, and re—assess work 
priorities on a quarterly basis. We now 
have an _ exchange-—of—information 
agreement with some provinces. Cur- 
rent initiatives call for active co- 
operation and co-ordination with 
other federal departments and 
agencies. 


Information to Registrants 


An extensive program was in place 
to provide information to the 
public before the tax was 
implemented 


20.46 Informing the public about 
the GST was one of the Department’s 
priorities in planning and preparing to 
implement the tax. In addition to 
providing information on how the GST 
ought to be charged, collected and 
remitted, and on the proper filing of the 
returns, the Department has the re- 
sponsibility to help suppliers differ- 
entiate among goods and services that 
are either taxable at the 7—percent or the 
zero rate, exempt or not taxable. 


20.47 The Department conducted 
widespread consultation programs to 
seek input from businesses, trade as- 
sociations and professionals on how to 
disseminate information and develop 
its administrative procedures. A publi- 
cation committee was formed to steer 
the development of guides, informa- 
tion pamphlets and technical memo- 
randa. Consultants were retained to 
conduct focus testing to review some of 
the publications and make them more 
understandable. By the end of 1990, 
the Department had launched an exten- 
sive program to provide information to 
suppliers and organizations, consisting 
of information seminars and publica- 
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tions and supported by enquiry staff in 
the regions. 


Resources were redeployed from 
other operations to meet the high 
demand of telephone enquiries 


20.48 In Part III of its 1991-92 
Estimates, the Department forecast 
950,000 requests for information. It 
anticipated that these would be tele- 
phone enquiries, written requests, and 
office consultation and seminars. Re- 
sources were allocated to this sub— 
activity on the basis of the anticipated 
workload. 


20.49 Inthe months before and after 
the tax took effect, the volume of 
requests was so overwhelming that the 
Department doubled the 1991-92 fore- 
cast to 2 million requests in its plans. It 
expected over 90 percent of the re- 
quests to be by telephone. 


20.50 The Department’s records 
show that the actual number of calls 
answered in 1991-92 was just short of 
3 million, about three times its original 
forecast. Although telephone en- 
quiries peaked in January 1991 when 
the GST came into effect, their volume 
continued to be significant, especially 
around the end of quarterly filing 
periods. We noted that the Department 
started in the fall of 1991 to identify the 
questions most commonly asked in the 
regions and has just started to analyze 
the information. From September 
1990 to March 1991, the Department 
had commissioned surveys on the pro- 
gram’s accessibility and responses. 
However, since then the Department 
has not reviewed the quality of staff 
responses in the telephone enquiry 
program. 


20.51 To meet the high demand of 
public enquiries, the Department rede- 
ployed resources from the registration 
program and other enforcement activ- 
ities. This added to the backlog in 
follow-up and maintenance actions 
and in the registrant identification 
program in the regions. It also delayed 
some enforcement activities. For 
example, the Department’s 1991-92 


The actual number of 
Calls answered in 
1991-92 was about three 
times the original 
forecast. 
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The Department needs to 
explore additional means 
to inform registrants of 
subsequent changes. 
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Estimates forecast that collection ac- 
tion would be taken in 200,000 cases. 
However, as of 31 March 1992, the 
Department estimated that 30,000 
collection cases had been completed, 
or 15 percent of the number forecast. 


Prioritizing interpretation requests 
could improve service to the public 


20.52 Many registrants and pro- 
fessionals request information in writ- 
ing, seeking some degree of certainty 
about the Department’s interpretation 
of the Act in administering the GST. 
Some requests may involve broad ap- 
plication of the law; others may be 
specific to certain contemplated trans- 
actions. The interpretation services 
staff respond to the requests on the basis 
of positions taken by the Department. 
This service is an essential element of 
voluntary compliance. It is comple- 
mented by publications and other 
forms of information dissemination. 


20.53 The Department announced 
that it would respond within 21 days 
after receiving a written request. We 
examined a number of requests made in 
the regions, particularly in sectors with 
the most volume. We found that during 
1991-92 the actual response time far 
exceeded the 21 days. For example, 
responses to queries relating to non— 
residents took an average of 72 days; 
responses relating to real properties 
took an average of 43 days. Our 
analysis also showed that the response 
time was improving by early 1992 but 
the goal of 21 days remains optimistic. 
The Department needs to re-evaluate 
its goal for response time and advise 
users accordingly. 


20.54 We found that, in allocating or 
prioritizing the requests to interpreta- 
tion staff, the Department does not 
differentiate between issues where 
clear administrative policies are in 
place and those that may require further 
analysis. We observed that the queries 
are allocated to staff, and handled, on a 
first come, first served basis. Some 
requests concern routine matters but 
others may need a more timely re- 


sponse, especially if the provisions in 
question affect the way the suppliers 
carry on their day-to-day business. We 
believe that ranking requests in order of 
priority would improve service to the 
public. 


20.55 All departmental responses 
contain a disclaimer that the interpreta- 
tion is subject to changes in the law and 
in the Department’s interpretation and 
administrative policy. We found that 
the disclaimers included in the re- 
sponses were inconsistent and some- 
times unclear. This detracted from the 
greater certainty that the interpretation 
services were intended to provide. A 
GST memorandum on these services 
was issued in late January 1992. It 
standardized the wording used in the 
disclaimer and provided the readers 
with some guidelines on the limita- 
tions. 


20.56 The Department highlights 
changes it considers significant in the 
Excise News, which is circulated 
quarterly to all registrants. In addition, 
technical information bulletins on 
specific subjects are issued from time 
to time to tax professionals. However, 
the onus is on those seeking the inter- 
pretation to keep up-to-date on any 
changes themselves. The Department 
needs to explore additional means to 
inform registrants of subsequent 
changes, especially where they involve 
the Department’s interpretation and 
administrative policies. 


Interpretation services are affected 
by many proposed technical 
amendments that are still not 
supported by draft legislation 


20.57 Interpretation of tax provi- 
sions is complex and technical. In this 
case, the task is particularly daunting, 
given that the tax only recently came 
into effect and its provisions have not 
been tested in the courts. The Depart- 
ment has been identifying issues and 
policy areas that need to be clarified but 
it will take time to resolve them. 
However, we noted another limiting 
factor that adds to the uncertainty that 


registrants and the Department face in 
analyzing GST implications. 


20.58 The Goods and Services Tax 
received royal assent on 17 December 
1990. From then until 31 March 1992, 
there were four Notices of Ways and 
Means Motion proposing amendments 
to the Excise Tax Act, many to be 
effective retroactively to 1 January 
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1991. The first of these was released on 
18 December 1990, immediately after 
royal assent; the last was released on 
10 March 1992. The table _ in 
Exhibit 20.2 shows the diversity of 
amendments proposed in these Notices 
and in press releases. However, as of 
31 March 1992, no draft legislation had 
been tabled for any of the proposed 
amendments. 


Exhibit 20.2 


Table of Proposed GST-Related Amendments to Legislation 
17 December 1990 to 31 March 1992 
Selected Examples Only 


Transitional Financial Public Sector Administration and 
Treatment Import/Exports Institutions Real Property Bodies Others 
17 December 1990* ee! ies ier Prescribed list of 
tax-free items for 
farmers and fishermen 
18 December 1990 ¢ Instalment Rebate to Insurance, warranties | ¢ Residential Direct sellers 
payments unregistered and damage claims exemptions ¢ Taxi and limousine 
¢ Transportation non-resident Real property leases services 
services Tourist rebates and 
and ° others 
¢ others 


27 March 1991 Conditional sales Drop-shipments De minimis financial GST housing rebate Public sector body * Quick method 
contracts on behalf of institution test e Residential property rebate regulations — accounting 
* Adjustments to non-residents * Definition of listed and definition of ¢ Employee benefits, 


self-assessed GST | © Imported goods financial institution © others government funding allowances and rebates 
re-exported or and ¢ Definition of health and 
Te—valued © others care facility ¢ others 
and and 


others others 


¢ Feedlots 


24 June 1991* Shares in co—operative 


corporations 


FST housing rebate 
¢ Grandfathered new 


housing 
5 November 1991 ¢ Supplies to ¢ Definition of financial | * Residential property ¢ Sales by governments | * Capital property and 

international services ¢ Sales of used housing | * Special fund-raising change-of-use rules 
carriers e Seizures and and events by registered ¢ Employee and partner 

¢ Supplies of Tepossessions * others charities and political rebates 
services to and parties and 
non-residents ¢ others and © others 
and e others 

¢ others . 

24 January 1992* * GST component of 
taxable benefits 
clarified 

10 March 1992 ¢ FST Housing Rebate] * Imports by * Goodwill supplied by * Unbottled water ¢ FST inventory rebate 

exporters of a financial institution ¢ Joint ventures 
processing services and 
¢ others 


GST — Goods and Services Tax; FST — Federal Sales Tax 


Source: Press Releases (*) and Notices of Ways and Means Motion issued by Department of Finance. 
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Registrants need to 
comply with the precise 
provisions of the 
legislation and the 
Department needs to 
administer them on the 
same basis. 


Exhibit 20.3 


20.59 The issues addressed in the 
proposed amendments affect many 
types of businesses and organizations. 
They range from residential properties 
in the real property sector and the de 
minimis rule for financial institutions 
to joint venture elections and registra- 
tion requirements for taxi and limou- 
sine services. 


20.60 A Notice of Ways and Means 
Motion is usually drafted in fairly 
general terms. However, registrants 
need to comply with the precise provi- 
sions of the legislation and the Depart- 
ment needs to administer them on the 
same basis. The delay in introducing 
and enacting the legislative provisions 
has made it difficult for everyone 
concerned to comply with the proposed 
amendments. The Department pro- 
vides general interpretation on GST 
matters but has taken a position to not 
issue rulings if they involve measures 
proposed in Notices of Ways and 
Means Motion. This has restricted 
instances where a ruling may be ob- 
tained and has added to the uncertainty 
surrounding the GST. 


20.61 The Department should 
analyze periodically the reasons for 
the high volume of telephone en- 
quiries and determine what addi- 


Profile of Registrants by Sales Volume 


as of 31 March 1992 


Registrants 
(in thousands) 


1200— 


Ld ae 


< $30 $30 — $200 


eonoooas 2000 
$200- $500 $500-—$2000 $2000 -— $6000 >$6000 
Sales Volume ($ in thousands) 


Source: Customs and Excise, Excise Operations 
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tional measures are needed to inform 
the public in order to reduce the 
demand for the telephone enquiry 
service. It should reassess its target 
response time for written requests, 
consider means to prioritize the re- 
quests and explore ways to better 
inform users of subsequent changes. 
It should also inform the Department 
of Finance of the difficulties caused 
by the significant delay in enacting 
the proposed amendments concern- 
ing GST and work with the Depart- 
ment of Finance to have the draft 
legislation put forth as expeditiously 
as possible for enactment. 


Department’s response: We compile, 
on a quarterly basis, a list of the 
questions received from the public for 
analysis. We have engaged a private 
consultant to assist in exploring ways to 
enhance our communication and publi- 
cation strategy including a nationwide 
survey to assess the quality, need and 
type of information needed by regis- 
trants. We have analyzed our response 
timeframe and revised our standard 
using our experience of the past year 
and a half. We respond to written 
requests for interpretations and rulings 
with due diligence. 


We maintain an ongoing dialogue with 
the Department of Finance. We con- 
tinually express the urgent require- 
ment for legislation to enact proposed 
amendments to the Excise Tax Act. We 
have participated extensively over the 
past two years in the development of 
the Technical Bill. We will continue to 
provide support and assistance to 
Finance in this regard and to press for 
early introduction of the draft legisla- 
tion in Parliament. 


Simplification and the Small 
Business Sector 


Most registrants are small 
businesses filing returns on a 
quarterly basis 


20.62 Exhibit 20.3 provides a pro- 
file of the registrant base at the end of 
March 1992. Of the more than 


1.7 million registrants, only 25,000 
or 1.4 percent have annual revenue 
from taxable sales exceeding $6 mil- 
lion. Close to 1.6 million registrants 
have annual taxable sales of $500,000 
or less, accounting for about 90 percent 
of the base. Some 400,000 registrants 
in this group are small suppliers with 
taxable sales of less than $30,000 
annually who elected to register, even 
though they are not required by law to 
do so. 


20.63 The Act defines the filing 
frequencies required of registrants on 
the basis of the volume of their annual 
taxable sales. Large registrants, with 
annual taxable sales over $6 million, 
are required to file returns monthly; 
registrants with revenue not exceeding 
$500,000 are designated to file quarter- 
ly, but could elect to file monthly or 
annually. 


20.64 In accordance with the Act, 
the Department has automatically as- 
signed quarterly filing to all registrants 
below the $6 million threshold, unless 
they elect otherwise. As of 31 March 
1992 only 43,000 registrants had 
elected to file annually, less than 3 per- 
cent of those who qualified. 
Exhibit 20.4 shows the actual and po- 
tential filing frequencies of the regis- 
trants as of 31 March 1992. 


20.65 This has had a significant 
impact on small businesses and the 
Department. If half of all eligible 
registrants had chosen to file annually, 
up to 2.4 million returns and many 
corresponding transactions would not 
have been processed. The Depart- 
ment’s records show that 7.1 million 
returns were filed in 1991. 


Rate of rejection in processing of 
transactions continues to be 
significant 


20.66 Within the 15—month period 
ended 31 March 1992, we noted that 
numerous transactions required inter- 
vention before their processing could 
be completed. Transactions that fail to 
meet processing requirements and edit 
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checks are rejected and kept in holding 
accounts for follow-up and corrective 
action. Although input errors and 
exceptions are to be expected in auto- 
mated systems, the rate of rejection in 
the GST system was high in early 1991 
and remained significant at the end of 
March 1992. In 1991-92, about 10 to 
30 percent of all input documents were 
sent to the work-in-progress (WIP) 
account to be resolved. The rate in 
March 1992 averaged between ap- 
proximately 10 and 20 percent (see 
Exhibit 20.5). 


20.67 The Department allocated 30 
person—years to process errors and 
exceptions at the interim processing 
centre. By April 1991, 20 more person— 
years had to be allocated to deal with 
the increasing volume of transactions 
in the WIP account. The person—year 
allocation was subsequently increased 
many times, to a total of almost 
120 person-years by 31 March 1992 — 
four times the original allocation for 
the unit. The corrections and adjust- 
ments also involved, from time to time, 
regional staff responsible for various 
sub-activities, including compliance 
verification and audit. 


20.68 Transactions in the WIP ac- 
count can be posted to a registrant’s 


As of 31 March 1992 only 
43,000 registrants had 
elected to file annually, 
less than 3 percent of 
those who qualified. 


Exhibit 20.4 
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as of 31 March 1992 
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account only after the error condition 
has been resolved. In addition, subse- 
quent returns cannot be processed until 
the previous return clears the system. 
Due to the volume of rejected transac- 
tions, many corrections and their corre- 
sponding postings were not made until 
some considerable time after the filing 
and remittance had been submitted. 
Consequently, field officers often did 
not have up—to—date information to 
respond to registrants’ queries on their 
accounts. In one instance, a payment 
made on 30 September 1991 was not 
posted until 23 December 1991, after 
the district office had requested that the 
payment be located and applied. In 
another case, on 30 December 1991, six 
months after the registrant made the 
payment, the district requested that it 
be traced and applied. 


20.69 Moreover, the delay in updat- 
ing accounts has had an effect on 
compliance and enforcement activ- 
ities. The system automatically gener- 
ates monthly notices of failure to file or 
pay. Since many accounts were not 
up-to—date, early notices had to be 
withheld; the first notices were not 
issued until October 1991. During the 
summer of 1991, Excise staff had 
screened registrants manually and fol- 


Rejection Rate of Returns, Remittances and Other Input 
Documents Held in the Work-in-Progress Account for 1991-92 
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Source: Customs and Excise, Interim Processing Center 


lowed up on some of the delinquent 
registrants they considered high-risk. 
However, the collection activities 
started to become functional only in the 
fall and were still not fully operational 
when we visited the regions in February 
and March 1992. 


20.70 We reviewed the classifica- 
tion of transactions by error type con- 
tained in the WIP account during early 
1992. We found that most of the 
rejected documents involved filing 
periods or dates that failed to meet 
automated edit checks. As at 31 March 
1992, less than 7 percent of the rejec- 
tions contained calculation errors; over 
70 percent were due to date-related 
edits. 


20.71 The automated system con- 
tains numerous edit checks to validate 
input data. However, there is zero 
tolerance for deviation from pre-set 
criteria within the edits. In addition, 
failure to pass any of the checks, critical 
or not, would cause the transaction to be 
rejected, delaying update to the regis- 
trant’s account. The number of rejects 
and exceptions also reflects the need 
for more work by the Department to 
help registrants understand their re- 
quired filing frequency or period and to 
maintain the data integrity of the De- 
partment’s system. 


Simplified accounting options were 
chosen by few small businesses 


20.72 The Excise Tax Act and cer- 
tain proposed amendments provide 
options to small businesses to account 
for and report net GST collected. For 
example, the “quick method” allows 
most businesses with annual taxable 
sales of $200,000 or less to calculate net 
GST payable using designated percen- 
tages, without accounting for GST paid 
on their purchases. This is intended to 
simplify the accounting needed for the 
GST, reducing compliance costs to 
small businesses and the administra- 
tive burden on the Department. 


20.73 We noted that, as at 31 March 
1992, over 1.4 million registrants were 


eligible to use these options. However, 
only 37,000 elected to do so (see 
Exhibit 20.6). 


20.74 Although a GST guide has 
been issued explaining how simplified 
accounting options are used to calcu- 
late GST liability, many small busi- 
nesses have been uncertain about their 
effect and reluctant to elect to use them. 
The Department needs to promote and 
explain to registrants the costs and 
benefits of the simplified accounting 
methods, to help them determine 
whether they will benefit from electing 
to use these methods. 


20.75 At the end of 1991, the De- 
partment started a small business group 
in the Excise Branch. The group has 
been reviewing a number of issues 
dealing with administering the GST in 
a small business environment. Subse- 
quent to our audit, the Minister of 
National Revenue announced a plan to 
simplify the GST for Canadian busi- 
nesses. 


Simplification and the small 
business sector offer opportunities 
for improvement 


20.76 We have noted that most reg- 
istrants are small businesses. Experi- 
ence in administering the former 
Federal Sales Tax showed that most of 
the revenue was collected from a small 
percentage of the taxpayer base, the 
large manufacturers. We believe large 
registrants could continue to collect a 
significant portion of the GST. There- 
fore, streamlining its administration 
for the small business sector has the 
potential for significant efficiency 
gains to both the registrants and the 
Department. 


20.77 Webelieve there are two areas 
worthy of future research and consider- 
ation: 


e the over 400,000 small suppliers 
who registered although not re- 
quired by law to do so; and 


e the small supplier threshold of 
$30,000. 
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20.78 There are various reasons for 
small suppliers to have registered. For 
example, some customers may have 
demanded full GST credits from them; 
some small suppliers may have regis- 
tered to apply for the one-time inven- 
tory rebate on the Federal Sales Tax; 
others may have registered because 
they believed they were required by 
law to do so. However, by registering, 
they have to charge customers GST on 
the supply of taxable goods and ser- 
vices, comply with filing and remit- 
tance requirements and _ incur 
compliance costs. The Department, in 
turn, incurs costs in administering the 
tax for these suppliers. 


20.79 Both of these areas offer op- 
portunities to streamline the registrant 
base and improve administration. In 
our view, it would be of benefit for the 
Department to compile data that would 
facilitate future consultation with the 
Department of Finance. 


20.80 The Department will need 
information to help analyze policy 
options and determine the trade-off 
between fairness to registrants, effect 
on government revenues, and the costs 
to registrants and to the Department for 
administration. This information may 
include its administrative costs relating 
to the small suppliers who registered; 
the amount of GST revenue collected 


The Department needs to 
help registrants determine 
whether they will benefit 
from electing to use 
simplified accounting 
methods. 


Distribution By Sales Volume 
($ in thousands) 
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Eligible for Quick Method of Accounting 
as of 31 March 1992 
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The Department will need 
information to help 
analyze policy options 
and determine the 
trade-off between 
fairness to registrants, 
effect on government 
revenues, and the costs 
to registrants and to the 
Department for 
administration. 
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and the input tax credit paid; and the 
compliance costs to these small busi- 
nesses. 


20.81 The $30,000 threshold per- 
mits small suppliers to be exempt from 
the GST system, thus reducing com- 
pliance costs to them and administra- 
tive costs to the Department. Measures 
will need to be established to monitor 
outcomes at the existing threshold 
level. The Department could start by 
maintaining cost data in a way that 
would allow it to identify the marginal 
costs of administering the tax at differ- 
ent thresholds for small suppliers. 


20.82 The Department should 
continue its efforts and address issues 
arising in the small business sector. It 
should review tolerance limits in its 
automated system and _ establish 
allowable deviations for the edit 
criteria to reduce the number of 
rejected transactions and to provide 
more up—to—date information to op- 
erational staff. In addition, it should 
consider various options for improv- 
ing the efficiency of administering 
the registrant base, and should com- 
pile revenue and cost data to support 
analysis of the appropriate treat- 
ment of small suppliers. 


Department’s response: We are using 
production Statistics and ad hoc sys- 
tem requests to determine what future 
activities are required and to target 
specific groups to whom these actions 
Should be directed. The quick method 
of accounting for small business is 
being made a central theme of all new 
or revised publications. Adjustments, 
modifications and improvements to the 
quick method are constantly being 
reviewed. Simplification of the GST 
for the registrant base continues to be 
an ongoing priority for the Depart- 
ment and many recommendations on 
simplification are under review. 


Our Regional Co-ordinators collect 
information on how registrants think the 
Branch can adjust its compliance and 
administration guidelines to reduce the 


compliance burden while retaining rea- 
sonable financial integrity. 


Accountability and Reporting 


20.83 Weexamined the funding and 
reporting of the Department’s expendi- 
tures from 1989-90 to 1991-92 relat- 
ing to the start-up costs in preparing 
and implementing the GST. 


20.84 In 1989-90 and 1990-91, ap- 
proximately $422 million was voted 
through the Supplementary Estimates 
by Parliament to the Department for 
planning, preparing and implementing 
the tax. In the 1991-92 Main Esti- 
mates, a further $390 million was voted 
for the GST activity, which included 
funding for start—up costs and ongoing 
administration. The development of a 
GST automated system has been desig- 
nated as a multi-year major Crown 
project with total funding of $233 
million, most of which was included in 
the Estimates for these three years. 


Reporting of costs for planning, 
preparing and implementing the 
tax was fragmented and not 
consolidated 


20.85 In accordance with govern- 
ment requirements, the Department 
has reported its budgetary expenditures 
by the fiscal years in which they were 
incurred. However, it does not have a 
mechanism to account for its total 
start-up costs of preparing and imple- 
menting the GST. The Department 
classified GST-related costs that were 
incurred prior to 1 January 1991 as 
planning and preparation costs and 
reported subsequent costs as those for 
ongoing administration. 


20.86 Other departments and 
agencies also incurred costs to intro- 
duce the Goods and Services Tax. The 
start-up costs the government incurred 
in total for the GST were not consoli- 
dated and reported to Parliament. 


20.87. On the basis of departmental 
Estimates tabled in Parliament, we 
discussed budgetary expenditures on 
GST with the Excise Branch and other 


departments and agencies, to estimate 
the portion of the total administration 
costs that represented GST start-up 
costs. Exhibit 20.7 shows that the 
estimated start-up costs from 1989-90 
to 1991-92 exceeded $800 million. 
The Department of Finance did not 
specify a budget figure for GST start- 
up costs, but in the February 1990 
federal budget it provided a forecast of 
GST administration costs. We found 
that there was no departure from report- 
ing requirements for budgetary ex- 
penditures. The costs were disclosed in 
various Main Estimates by year and 
were spread among all involved depart- 
ments and agencies. However, given 
the nature and magnitude of the project, 
we believe the total start-up costs 
should have been consolidated and 
reported to Parliament. 


20.88 In addition, some transitional 
costs took the form of foregone revenue 
and were not included in the budgetary 
expenditures. For example, a one-time 
transitional grant of up to $1,000 was 
available to small businesses to help 
them prepare for the GST. The Depart- 
ment of Finance forecast $900 million 
for the grants but the actual amounts 
claimed were never captured. Regis- 
trants were instructed to deduct the 
grant payment from the net GST pay- 
able to the Department and were not 
required to report the grant separately 
on the return. The absence of direct 
reporting makes it difficult to identify 
registrants who have taken the grants 
and thus to verify their claims, repre- 
senting a lost opportunity for com- 
pliance verification. 


Accountability and reporting for 
the development of the automated 
system need to be improved 


20.89 The development of the auto- 
mated system represented one of the 
major costs of preparing and imple- 
menting the GST. As a major Crown 
project, its progress is subject to moni- 
toring and reporting to provide an 
appropriate control framework needed 
for projects of that size. 
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20.90 Users outside the Department 
were not involved in defining their 
needs from the system. For example, 
the system development team did not 
consult the Department of Finance to 
determine the system requirements 
that might assist in analyzing and discus- 
sing possible effects of provincial har- 
monization. 


20.91 We also found that insuffi- 
cient priority was given during the 
system’s development to the depart- 
mental finance function in accounting 
for and reporting revenue. As a result, 
the system does not facilitate periodic 
reconciliation of monies collected, de- 
posited and recorded in the central 
accounts with information recorded in 
registrants’ accounts. The Department 
struck a management committee to 
address the weakness and, in early 
1992, assigned priority to improve 
financial controls and conduct recon- 
ciliations. The data in the GST system 
were reconciled to the central accounts 
for the year ended 31 March 1992. 
However, system changes have yet to 
be made to strengthen financial con- 
trols and facilitate ongoing reconcili- 
ations. The Department advised us that 
the required system changes will be 
made in the near future. 


20.92 The approval for the major 
Crown project was effectively granted 


National Revenue — Customs and Excise 
National Revenue — Taxation 

Finance 

Public Works 

Supply and Services 

GST Consumer Information Office 


Allocation based on actual costs; 
Part III Estimates; and 


Customs and Excise, Excise Operations. 


The Department of Finance 
forecast $900 million for 
small business transitional 
grants but the actual 
amounts claimed were 
never captured. 


Exhibit 20.7 

Estimated Start-up Costs 

for the Goods and Services Tax 
1989-90 to 1991-92 
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We found that progress 
reporting for the GST 
automated system was 
late or missing. 
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by Treasury Board in three stages 
between May 1990 and December 
1991 as the system was being devel- 
oped. The Department’s task, to differ- 
entiate between system development 
and maintenance costs, has been diffi- 
cult at times, especially when they were 
incurred as a result of legislative 
changes made after the GST took 
effect. Nevertheless, the classification 
of costs is important in determining the 
overall costs of the major Crown pro- 
ject and controlling its funding. The 
circumstances emphasize the signifi- 
cance of progress reporting on the 
project. 


20.93 The Treasury Board requires 
progress reports of major Crown pro- 
jects to be prepared and submitted 
periodically for review and monitor- 
ing. We found that progress reporting 
for the GST system was late or missing. 
By 31 March 1992, four semi-annual 
reports should have been submitted. 
Two were submitted late, by three and 
five months respectively; two were 
never submitted. We noted that the 
project’s estimated costs were reported 
in Part III of the 1991-92 Estimates. 
However, the disclosure format pro- 
vided cost information on only the 
capital portion. The reported amount 


represented about half of the funding 
approved nine months before the Esti- 
mates were tabled. The development 
of the GST automated system is 
planned to continue until 1995. 


20.94 The Department should 
take action to ensure that the needs of 
all major users of the GST automated 
system are met, and consider means 
to improve its accountability and 
reporting on this major Crown pro- 
ject. 


Department’s response: The GST 
system was developed within inordi- 
nately short timeframes and concur- 
rently with, and in advance of some of, 
the legislation, regulations, policies 
and procedures including those of 
other major users. Subsequent en- 
hancements and development are at- 
tempting to address the needs of those 
outside the Department, including the 
Department of Finance. 


Discussions have been held with 
Treasury Board with respect to report- 
ing on the major Crown project and a 
detailed narrative report has been 
prepared. Future reporting require- 
ments and parameters have been 
agreed to and every effort will be made 
to ensure timeliness of these reports. 
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Main Points 


21.1 Taxpayers who believe they have been treated unfairly are entitled to file an objection; this 
will initiate a review by National Revenue — Taxation appeals officers. Taxpayers who are not 
satisfied with the result of the review may appeal to the courts. 


21.2 National Revenue — Taxation’s Appeals Branch is committed to the impartial and timely 
resolution of taxpayers’ disputes. 


21.3 Appeals Branch’s philosophy, organization and training is intended to foster impartiality. 
The Branch has some indicators of the extent to which it succeeds in its quest for fairness, but it is 
looking for further indicators. In particular, it is preparing to survey taxpayers on their perceptions. 


21.4 Appeals Branch has grown in the face of an increasing workload and more exacting 
legislative requirements. Despite this growth in resources, the Branch is taking longer to resolve 
cases — on average over 3 months for simple ones and over 14 months for complex ones. 


21.5 National Revenue — Taxation should make available to parliamentarians more information 
on performance in the dispute resolution process. 
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Introduction 


21.6 The Income Tax Act gives 
taxpayers the right to dispute National 
Revenue — Taxation’s (NRT) assess- 
ments of their obligations and entitle- 
ments. In 1991-92, this right was 
exercised by 63,000 of the approxi- 
mately 20 million individual and cor- 
porate taxpayers. 


eA Pg | As of the end of March 1992, 
over $2.5 billion in income taxes were 
in dispute. Taxpayers are not required 
to pay disputed assessments; however, 
under proposed legislative changes, 
large corporations would be required to 
pay a portion. Should the assessment 
be upheld, the taxpayer would have to 
pay the full amount as well as interest 
charges. Because the Department 
receives interest, there is no real rev- 
enue impact, but a dispute does delay 
the government’s receipt of cash. 


21.8 NRT’s Appeals Branch is res- 
ponsible for responding to taxpayers’ 
objections and appeals. Many issues 
can be resolved by taxpayers request- 
ing NRT to change their returns, but 
where issues cannot be resolved, there 
is a formal dispute resolution process. 
It starts when a taxpayer files a notice of 
objection with the Department, setting 
out the background and reasons for the 
dispute. (In this report we refer only to 
taxpayers, but in practice taxpayers 
may be represented by agents in their 
dealings with NRT.) The Appeals 
Branch reviews the objection, dis- 
cusses the issues with the taxpayer and 
ultimately notifies the taxpayer of its 
decision. 


21.9 Objections are processed in 
most district offices and taxation 
centres across the country. Appeals are 
handled by separate teams of Appeals 
Branch officers in five district offices. 


21.10 If taxpayers are dissatisfied 
with the Department’s responses or do 
not receive them within the prescribed 
time limits, they may file a notice of 
appeal with the Tax Court of Canada. 
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Court cases are handled on behalf of the 
Minister of National Revenue by Ap- 
peals Branch officers and Department 
of Justice lawyers. Either the taxpayer 
or NRT may take the Tax Court’s 
decision to the Federal Court of Appeal 
and to the Supreme Court of Canada, if 
it agrees to hear the appeal. 


21.11 When NRT finds, through the 
objections and appeals process, that an 
assessment error has occurred, it does 
not search for other taxpayers with 
comparable tax situations who may 
have received similar erroneous 
assessments but who have not filed an 
objection. In NRT’s view this would 
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Exhibit 21.2 


not be practicable. However, it does 
happen that groups of taxpayers with 
common interests communicate re- 
sults of disputes among themselves. 
The onus is on the taxpayer to contact 
the Department to resolve any per- 
ceived problems. 


Objective and Scope 


21.12 The objective of our examin- 
ation was to consider how National 
Revenue — Taxation manages its dis- 
pute resolution process. Since the 
Department of Justice is involved in 
appeals, we included some aspects of 
their related activities in our examin- 
ation. In addition, we wanted to 
determine whether Parliament is kept 
adequately informed of costs, resource 
requirements and performance. We 
excluded activities for resolving dis- 
putes pertaining to the Canada Pension 
Plan and Unemployment Insurance, 


Program Structure of National Revenue - Taxation 


ACTIVITY 


SUB-ACTIVITY 


Forecast; 
(Cost $000) 


(Person—years) 


Forecast; 
(Cost $000) 


(Person-years) 


Forecast; 
(Cost $000) 


(Person—years) 


Assistance to 
Taxpayers and 


Assessment of Returns 


Taxpayer Assistance 


$112,768 
2,198 


Returns Processing 


$283,103 
5,591 


(Showing 1991-92 Forecast Expenditure) 


Post—Assessing 
Compliance Programs 


Collections and 
Accounting 


Examination Collection 


$44,199 $83,735 
1,052 1,856 


Audit Deductions at Source 


$218,354 $97,363 
3,656 2,308 


Tax Evasion 
Investigations 


$30,773 


Source: 1992-93 Estimates, Part III, Revenue Canada — Taxation 
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Revenue Accounting 


$55,031 
518 1,611 


which comprise a small part of NRT’s 
activities. 


21.13 Exhibit 21.2 illustrates NRT’s 
program structure and highlights the 
activities reviewed in the current and 
previous examinations. Activities re- 
viewed during the current examination 
are expected to consume 782 person— 
years and $42 million — three percent 
of the Department’s estimated re- 
sources for 1991-92. In the Depart- 
ment of Justice, activities involving 
appeals are expected to consume 
147 person-years and $14 million. 


21.14 Our examination included 
work in a number of NRT’s district 
offices and taxation centres and its head 
office. Some Department of Justice 
offices were also covered. 


Administration 


BDpews and EDP Services 


$402,638 
4,384 


Examined by OAG in 1992 


Ez Examined by OAG in previous years 


Observations and 
Recommendations 


Fairness 


21.15 It is essential that the dispute 
resolution process be fair and be seen as 
fair for taxpayers to want to use it. 
Timeliness is also an important aspect 
of the process. The Department’s 
mission statement states its commit- 
ment to fairness, efficiency, respon- 
siveness, accessibility and regard for 


continuous improvement. The Ap- 
peals Branch mandate reinforces 
NRT’s commitment to _ resolve 


taxpayers’ disputes in an impartial and 
timely manner and to explain to 
taxpayers the basis for its decisions. 


21.16 This section deals with issues 
of fairness. A subsequent section deals 
with timeliness. 


The Department informs taxpayers 
of their right to object and to 
appeal 


21.17 A basic aspect of fairness is 
that taxpayers know of their rights and 
how to exercise them. 


21.18 The Department informs 
taxpayers of their right to object and to 
appeal in assessment notices, letters 
and other public documents, such as the 
Declaration of Taxpayer Rights. The 
Declaration states: 


You are entitled to object to an 
assessment if you believe you 
have been treated unfairly... 
Filing a notice of objection sets 
in motion an impartial review 
by our officers. If the matter is 
not resolved to your satisfac- 
tion, you can appeal to the 
courts. 


21.19 In 1980, NRT issued an in- 
formation circular for taxpayers that 
describes the process for resolving 
disputes. It explains that Appeals 
Branck officers contact taxpayers to 
obtain information and that decisions 
to cancel, change or confirm disputed 
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assessments can be made only by the 
Chief of Appeals. Some cases may be 
referred to head office. Recently, the 
Department drafted a pamphlet in- 
tended to provide taxpayers with more 
current information on the dispute 
process. The Appeals Branch operat- 
ing manual describes officers’ roles in 
this quasi—judicial process and reminds 
them to inform taxpayers that any 
tentative decision is subject to approval 
by the Chief of Appeals. 


The cost of the process affects how 
disputes are handled 


21.20 In December 1991, the In- 
come Tax Act was amended to imple- 
ment the “Fairness Package”. Some of 
its provisions are meant to resolve 
disputes without recourse to the formal 
dispute resolution process; thus the 
Department expects the number of new 
objections to decrease. The package 
also aims to ease access for those who 
choose to use the formal process by 
extending the time limit to file an 
objection, removing the requirement to 
file objections on prescribed forms and 
allowing taxpayers to file objections at 
any NRT office. 


21.21 Resolving disputes through 
the notice of objections process is 
relatively inexpensive. However, tak- 
ing a case to court involves additional 
cost, and this cost could discourage 
taxpayers from pursuing their disputes. 
Only 37 percent of cases where the 
taxpayer disagrees with NRT’s deci- 
sion on an objection end up as appeals 
to the court. Costis a factor from NRT’s 
point of view too. However, the lack of 
a database on the cost of handling past 
cases limits NRT’s ability to consider 
costs in current cases. 


21.22 It is uncertain what effect 
recent amendments to the Tax Court of 
Canada procedures will have on 
taxpayers’ readiness to use the Court 
system. Prior to 1991, taxpayers could 
choose to appeal either to the Tax Court 
or the Federal Court Trial Division. As 
of 1991, all new appeals have had to be 
handled first in the Tax Court under one 


It is essential that the 
dispute resolution 
process be fair and be 
seen as fair. 
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of two procedures. The general pro- 
cedure is followed unless, for cases 
involving assessments of up to $7,000 
in federal tax and penalties, the 
taxpayer chooses the less costly infor- 
mal procedure. 


21.23 The cost of going to trial may 
be reduced or avoided if a settlement 
can be reached. NRT will settle cases 
where this can be done by negotiating 
an understanding with the taxpayer 
regarding the facts of the case. NRT 
cannot negotiate with respect to its 
interpretation of the law and estab- 
lished jurisprudence. In the United 
States, the Internal Revenue Service 
has more room to negotiate as it can 
also settle based on the probability of 
success in court. 


21.24 Where a case may have im- 
portant precedential value, NRT be- 
lieves that the courts are the 
appropriate forum to resolve issues. In 
such a situation, the Department may 
offer to pay the taxpayer’s costs of 
appeal, although it has no policy to this 
effect. The court has the option of 
awarding costs to the taxpayer. 


NRT’s organization is designed to 
enhance impartiality 


21.25 Impartiality is enhanced 
where the divisions that originally 
make the decisions are separate from 
those that review the decisions. 


21.26 The Appeals Branch has an 
organizational structure designed to 
enhance impartiality. The Branch is 
headed by an Assistant Deputy Min- 
ister, who reports directly to the Deputy 
Minister of the Department. The 
Chiefs of Appeals in field offices 
Operate under the direction of this 
Assistant Deputy Minister and report to 
their local directors for administrative 
purposes only. 


21.27 The Department does not rely 
solely on the separation of the Appeals 
Branch from the rest of NRT as a 
safeguard for impartiality. Appeals 
Branch officers have to communicate 


with auditors and assessors as well as 
taxpayers to obtain information. 
Therefore, NRT relies on the Branch’s 
philosophy and training to instill an 
impartial state of mind in its officers 
and on controls within the Branch to 
ensure that there is an effective check 
on the dispute resolution process. 


21.28 The Department maintains an 
operating manual, supplemented by 
directives and memoranda that contain 
policies, instructions and procedures 
for handling objections. These are 
intended to ensure that taxpayers are 
treated in accordance with the law. 
They provide the framework under 
which local Chiefs of Appeals review 
and approve files handled by their staff. 
Some chiefs also issue local directives. 


21.29 Our review of a sample of 
completed and in-process objection 
files showed that, in general, the work 
met the requirements set out in the 
manual and other documents. 


The Department is looking for 
better indicators of fairness 


21.30 Anorganization that strives to 
provide service in a fair and impartial 
manner needs information on whether 
it is succeeding. 


21.31 NRT’s Part III of the Esti- 
mates contains two indicators of impar- 
tiality. First, the percentage of Tax 
Court judgments decided in the Min- 
ister’s favour (about 74 percent) pro- 
vides an outside party’s judgment on 
NRT’s position. However, the indica- 
tor covers only the small percentage of 
objections that have been appealed. In 
addition, NRT would have to define 
standards against which to judge re- 
sults. For example, does 74 percent of 
judgments in favour of the Minister 
suggest a high enough level of impar- 
tiality? 


21.32 The second indicator is the 
percentage of objections not appealed 
to the Tax Court. It averages about 
93 percent. However, failure te#appeal 
may not mean the decision has been 
impartial or even. that the taxpayer 


agrees with the decision. A somewhat 
better indicator of impartiality would 
take into account the taxpayer’s agree- 
ment with NRT’s decision. NRT re- 
ports internally that for 1991-92, 
75 percent of taxpayers agree with 
decisions. 


21.33 Another approach to deter- 
mining the extent of impartiality would 
be to ask taxpayers their perceptions of 
NRT’s performance. The Department 
is developing a questionnaire to obtain 
client feedback on services provided by 
the Appeals Branch. The draft ques- 
tionnaire asks, among other things, 
whether an officer has impartially 
considered the objection and whether 
the Department’s position was clearly 
explained. 


21.34 The Department should en- 
sure that its taxpayer survey contains 
sufficient data to permit analysis of 
responses from selected subsets of 
taxpayers who dispute assessments, 
for example those who ‘won’ their 
cases versus those who ‘lost’. 


Department’s response: A major 
objective of Revenue Canada — Tax- 
ation is enhanced client service. Many 
methods such as surveys, client’s 
correspondence, and comments from 
the field, to name a few, are used to 
measure client satisfaction. The De- 
partment is committed to refining its 
methods in gathering data to enhance 
our service delivery. In this context, 
we will pursue any meaningful oppor- 
tunity to improve our information with 
respect to any client perceptions of our 
redress mechanisms. 


Timeliness 


21.35 While undue haste would be 
counterproductive, neither taxpayers 
nor the Department would benefit from 
the uncertainty inherent in an overly 
long dispute process. 
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Inventory of objections in process 
is increasing 


21.36 Over the last six years, the 
number of new objections filed by 
taxpayers has almost doubled, from 
about 33,000 to over 63,000 annually. 
A departmental study attributed this 
increase to both internal and external 
causes. These included the reaction to 
reassessments arising from enforce- 
ment actions, increased awareness of 
taxpayer rights, perceived slowness of 
the taxpayer-requested adjustments 
process, and complexity of the Income 
Tax Act. 


21.37 The Departmenthas been suc- 
cessful in acquiring most of its re- 
quested person-years to handle this 
increased workload of objections. 
Person—years have increased from 
379 in 1986-87 to an expected 609 in 
1991-92. 


21.38 Although officers now re- 
solve 57,000 objections each year, 


almost twice the number handled in . 


1986-87, they still resolve fewer ob- 
jections than they receive. During 
these six years, the inventory of objec- 
tions rose from 18,000 to over 38,000. 
The largest increase was in the pending 
category of inventory, which went from 
9,300 to 21,500 objections. The De- 
partment attributes a portion of the 
increase to time lost during the Public 
Service labour dispute in the fall of 
1991; 


21.39 NRT aims to keep each field 
office’s inventory of active objections 
that are over 120 days old below 
specified percentages based on the 
average complexity of the cases 
handled by that field office. Offices 
handling simpler cases have met their 
level of five percent in four of the last 
six years. However, the Department 
has not met its levels of 20 and 25 per- 
cent in field offices dealing with more 
complex cases. 


NRT’s measure of timeliness is 
incomplete 


21.40 The average processing time 
to complete an objection has decreased 


Seventy-five percent of 


taxpayers agree with NRT 


decisions on objections. 
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It takes months before an 
Appeals Branch officer is 
assigned an objection 
and can begin working 
on it. 


Exhibit 21.3 


Average Elapsed Time to Complete 


from 11 hours in 1986-87 to under 
9 hours today. In contrast, NRT reports 
that the average elapsed time to take an 
active objection from its consignment 
to a field office to completion has 
increased from 94 days in 1989-90 to 
104 days for 1991-92. This varies with 
the complexity of the case, taking on 
average 77 days for the approximately 
28,000 simplest objections and 399 
days for the 136 most complex ones. If 
we included the time from the date the 
objection is first received from the 
taxpayer to the date it is consigned to 
the field office handling the case, the 
average age of objections would in- 
crease by more than a month. 


21.41 In effect, it takes months be- 
fore an Appeals Branch officer is 
assigned an objection and can begin 
working on it. For active objections, 
over half of the elapsed time is con- 
sumed in obtaining the tax return, 
consigning it to a field office, and 
assigning it to an officer. Part of the 
remaining time could be taken up in 
awaiting responses from taxpayers. 
Thus, taxpayers have to wait more than 
four months on average for a decision 
on which an officer has had to do less 
than nine hours of work. About half the 
objections are in the simplest category 
and take an officer only about four 


Stages in Processing Objections (1991) 


Stages in processing objections 


Objection received from taxpayer 


Obtained the tax return 


Consigned to field office 


Source: Departmental records 
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hours of work; but the elapsed time for 
completion for these simple objections 
is still three and a half months. 


21.42 Further, NRT’s goals and re- 
ports on timeliness leave out pending 
objections, which form over half of its 
inventory. Pending objections are 
those which are set aside to await the 
outcome of a similar dispute, a reply 
from the Appeals Branch head office, 
or information from another NRT divi- 
sion. Taxpayers can choose either to 
have their case dealt with as part of a 
group of similar cases in pending 
inventory or they can pursue it to the 
courts on an individual basis. 


21.43 Once an objection is in the 
pending category, in particular if it is 
awaiting a court decision, the Depart- 
ment considers it outside the bounds of 
its goals for timely resolution of objec- 
tions. However, over 25 percent of 
pending objections are referred to head 
office and to other NRT divisions. 
Although some of these objections may 
require outside expert advice, the De- 
partment can maintain much more 
control over cases pending for these 
reasons than it does over cases awaiting 
court decisions. 


21.44 NRT records for 1991 showed 
that it took on average over 800 days for 
the completion of pending objections 


Active objections 
Pending objections 


Decided on 

pending 

objection 
— 


800 


from the date they were received from 
the taxpayer. Over one quarter of these 
objections had been in process for more 
than three years. While there is some 
monitoring of pending objections 
awaiting court decisions, it can take 
months to resume processing of these 
pending objections after a decision has 
been reached on a related court case. 


21.45 In meetings with NRT, vari- 
ous interest groups make comments on 
operational and technical issues and 
may even refer to the timeliness of the 
dispute resolution process. However, 
information on timeliness from this 
source is haphazard. The Department 
does not intend to collect taxpayer 
perceptions on timeliness systemati- 
cally, such as by including a question on 
timeliness in the questionnaire men- 
tioned in 21.33. 


21.46 The Department should en- 
sure: 


(a) that management information 
contained in its quarterly reports 
covers the entire processing time 
for all types of objections — active, 
pending due to referrals internal 
to NRT and pending awaiting 
court decisions; and 


(b) that its survey questionnaire asks 
taxpayers for their perceptions of 
timeliness of the dispute reso- 
lution process. 


Department’s response: The Depart- 
ment currently uses several measures 
of timeliness to evaluate how quickly 
active objections are being processed. 
These measures start from when all the 
documentation necessary to work on 
an objection is available. We agree to 
expand this reporting to include the 
entire processing time for all types of 
objections. 


The various mechanisms presently 
used by the Department to gather 
information on client satisfaction will 
also be used toa monitor feedback on 
the timeliness of the service offered by 
our Appeals function. 
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NRT and Justice are successful in 
handling an increased number of 
appeals and shorter time limits 


21.47 At the beginning of 1991, 
NRT and Justice were faced with 
shorter statutory time limits under the 
amended Tax Court of Canada Act and 
an increasing workload of appeals. The 
new informal procedure (see 21.22) 
allowed the Minister only 45 days to 
reply to a notice of appeal and required 
the Court to fix a hearing date within 90 
days of the due date of the reply. The 
number of appeals filed annually at all 
court levels had increased from about 
2,600 in 1986-87 to over 3,300 in 
1991-92. Most of these were appeals to 
the Tax Court, which grew by an 
average of 8 percent annually to reach 
3,000 in 1991-92. The number of 
appeals filed in particular years varies, 
depending in part on the extent of 
appeals by groups of taxpayers. 


21.48 NRT and Justice are taking 
steps to deal with this situation. Both 
departments have requested and re- 
ceived additional resources. They also 
provided information to field office 
staff about the Court changes months 
before they went into effect. NRT 
shifted a portion of the workload from 
its head office to its field offices. To 
assist in the processing of appeals, NRT 
took over a part of the work previously 
handled by Justice. Also, an interde- 
partmental task force was established 
in early 1991 to seek ways to handle 
appeals more efficiently and to reduce 
litigation. The final report, completed 
in early 1992, contained 74 proposals 
for change, a number of which are 
being implemented. 


21.49 During 1991-92, 4,000 ap- 
peals were completed, over 1,000 more 
than in previous years. Part of this 
increase was due to the shorter time 
frames allowed under the Tax Court’s 
informal procedures. Another part 
resulted from the efforts noted in the 
previous paragraph. A further part was 
due to the completion of cases on 
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Two thirds of changes or 
cancellations made by the 
Appeals Branch on 
disputed assessments 
are due to additional 
information provided by 
taxpayers. The rest result 
primarily from the 
identification of errors 
committed by assessors 
and auditors. 
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disputes involving appeals filed by 
groups of taxpayers. 


Other Matters 


Training of NRT personnel needs 
to be strengthened 


21.50 Training is essential to ensure 
that all staff have the skills they need to 
carry out their work. This is particular- 
ly true in a decentralized organization 
in which staff are on rotational assign- 
ments and those who are new to the area 
take four to five months to become fully 
productive. 


21.51 NRT rotates departmental 
staff into Appeals Branch positions in 
field offices to provide them with 
diversified experience. The rotation 
period depends on their classification 
level and the complexity of the cases 
assigned to them. The Appeals Branch 
looks for the most qualified people. Its 
field staff currently have an average of 
12 years experience in the Department. 


21.52 In May 1991, the Appeals 
Branch sought assistance from the 
Department’s training centre to devel- 
op a more structured approach for 
training its officers. The first phase of 
this effort was a training needs analysis 
study completed in March 1992. The 
study’s draft report expressed concern 
about disparities between training 
needs and the training currently avail- 
able. The study recommended devel- 
opment of a training policy, training 
profiles outlining required courses and 
national training courses. 


Appeals Branch provides feedback 
to other areas of NRT 


21.53 Analysis of results of the dis- 
pute resolution process and its report- 
ing to other areas of the Department 
contributes to improvements in oper- 
ations. 


21.54 Two thirds of changes or can- 
cellations made by the Appeals Branch 
on disputed assessments are due to 
additional information provided by 
taxpayers. The rest result primarily 


from the identification of errors com- 
mitted by assessors and auditors. It is 
important that these results get back to 
their source to prevent similar situ- 
ations from occurring in the future. 


21.55 Appeals Branch distributes to 
field offices and other head office 
branches a quarterly statistical report 
containing summarized information. 
In addition, the Department recently 
arranged for access by audit divisions 
to information from the Appeals 
Branch automated information system 
on disputes related to assessments 
originated by audit. The Branch also 
provides NRT senior management with 
alist of the most frequent reasons that it 
changes assessments. 


21.56 The several hundred cases 
referred each year to Appeals Branch 
head office result in a different type of 
feedback. When head office identifies 
a problem, it recommends changes in 
departmental policies and in the law to 
other areas of the Department. 


21.57 An analysis provided to us by 
the Department indicated that most 
field offices rely on a variety of 
methods for feedback at the local level. 
Almost 60 percent rely on a combina- 
tion of formal and informal feedback 
methods. Another 30 percent rely only 
on informal methods. The remaining 
field offices do not provide feedback. 
This analysis accords with our observa- 
tions. During our interviews with some 
field office staff, we were told that 
auditors and assessors did not consider 
feedback helpful. 


21.58 The Department should 
study the extent to which feedback is 
provided and used to improve oper- 
ations and should develop recom- 
mendations for improving its use, 
where appropriate. 


Department’s response: As the Audi- 
tor General’s report indicates, 
Revenue Canada — Taxation has effec- 
tively used feedback to improve oper- 
ations. Our feedback methods are 
continuously being evaluated with the 


view of improving their value to the 
organization. 


Further improvements in 
accountability information are 
possible 


21.59 ‘Part III of the Estimates is the 
key document by which departments 
report annually to Parliament. Part III 
should reliably, objectively and com- 
pletely describe a program’s objec- 
tives, plans, financial and human 
resources, standards and related per- 
formance. We found that NRT’s 
1992-93 Part III of the Estimates 
relating to the Appeals Branch showed 
some improvement over the previous 
years. 


21.60 The Department is already 
collecting a great deal of information 
on the objections and appeals program. 
We believe that some information not 
currently reported would be useful to 
parliamentarians and others to obtain a 
clearer and more complete understand- 
ing of the program and its performance. 
The following are examples of in- 
formation that should be available to 
parliamentarians. Where standards of 
performance exist, they should be in- 
cluded along with the results. 


Decisions: 


@ number of objections resolved in 
favour of the taxpayer 


@ number of objections resolved with 
the agreement of the taxpayer 


@ number of appeals resolved in fa- 
vour of taxpayer without going to 
court 


Timeliness: 


@ average elapsed time to resolve 
objections 
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@ average age of the inventory of 
unresolved objections 


Workload: 


@ breakdown of the inventory into 
active and pending objections 


® sources of objections workload 
Dollars: 


@ dollar value of assessments in dis- 
pute (currently reported under the 
Collections program) 


@ dollar reduction of assessments for 
resolved objections and appeals 


21.61 The Department should en- 
sure that more detailed and complete 
information on fairness and timeli- 
ness is made available to parliamen- 
tarians. This more _ detailed 
operations information ought to be 
compiled, referred to in the Part III 
and made available to parliamen- 
tarians on request. 


Department’s response: As noted, the 
Department has already taken 
measures to improve Part III of the 
Estimates relating to the Appeals 
Branch. 


Furthermore, we are in the process of 
developing key performance indica- 
tors for the Appeals program, as well 
as for other major programs in the 
Department. Though these indicators 
are primarily intended to monitor and 
manage programs, those of potential 
interest to parliamentarians and the 
public will also be reported in Part III 
of the Estimates. 


In addition, the Department currently 
responds to requests for a variety of 
information on the Appeals program, 
from professional organizations, MPs 
and the general public, and remains 
committed to doing so in the future. 
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Main Points 


2201 A long-standing partnership. Through contractual arrangements the RCMP has, for 
decades, served as the provincial, territorial and municipal police in eight provinces (not Ontario and 
Quebec), the two territories and 191 municipalities. This long-standing partnership has stood the 
test of time and has conferred significant benefits on all parties involved. 


22.2 Operational efficiency. The RCMP could improve its efficiency if more of its 
detachments would implement a “differential response strategy”, and adopt a more efficient shift 
schedule. It also needs to make greater use of available technology and to improve the efficiency of 
its report writing. In addition, it should improve its performance measurement practices and rectify 
the problems associated with its management information systems. 


22.3 A new focus — community-based policing. Over the last few years, a shift has occurred 
in policing philosophy that puts a much greater emphasis on community consultation and problem 
solving. The RCMP has been able to progress in a number of aspects of community-based policing, 
such as starting to hire visible minorities and establishing a community and aboriginal policing 
directorate. There are some delays, however. The Force has not developed guidelines that suggest 
how to better involve the community and improve local police operations. It is still in the process of 
adjusting its recruitment, training and other personnel policies and practices to match the needs of 
the new philosophy. 


22.4 Sharing the cost. The federal government historically has never recovered the full cost of 
providing contract policing services because it believes that it receives certain benefits from the 
arrangement. The 1992 contract has added certain items to the negotiated cost base, according to 
which the provincial and municipal share of the costs is determined. The addition of these items 
means that the new negotiated cost base reflects more closely the actual cost to the federal 
government. We estimate, however, that there is a gap between the negotiated cost base and the 
actual cost, ranging from $100 million to $150 million. We are concerned that these actual cost 
figures are not clearly disclosed to Parliament. Furthermore, we believe that, when the contract is 
reviewed in five years, the federal government should attempt to negotiate from a cost base that 
includes all actual cost elements. 
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Background 


22.5 To many Canadians, the 
image of their country includes the 
RCMP and its historical role of polic- 
ing the North and the West. The RCMP 
has been acting as the police force in 
numerous parts of Canada for many 
years. Its first provincial contracts 
were with Alberta and Saskatchewan in 
1906, and the first municipal contract 
was with Flin Flon, Manitoba, in 1935. 
Today, it polices all provinces (except 
Ontario and Quebec), the two terri- 
tories and 191 municipalities. In effect, 
the RCMP provides local police ser- 
vices to approximately 75 percent of 
the country’s land mass and to about 20 
percent of its population. 


22.6 About 9,800 RCMP person- 
nel — approximately half of the Force 
total — are involved directly in con- 
tract policing services. Most (80 per- 
cent) of these are uniformed RCMP 
members, while the rest is a mix of 
civilian members and public servants. 
Exhibit 22.1 shows the distribution by 
province. 


22.7 Contract policing services are 
delivered through 641 detachments 
distributed among those provinces, 
territories and municipalities that con- 
tract for RCMP police services. At 
detachments, members perform gen- 
eral policing duties such as patrolling 
their areas, responding to calls for 
service, enforcing traffic and liquor 
control laws and municipal by-laws, 
investigating criminal cases and carry- 
ing out crime prevention activities. 
They are also responsible for enforcing 
federal statutes such as the Narcotics 
Control Act and Canada Shipping Act. 
Exhibit 22.2 shows the other levels of 
the organization and their respective 
functions. 


22.8 As shown in Exhibit 22.3, in 
86 percent of the detachments there are 
fewer than 20 uniformed members. 
They serve small rural communities 
such as Souris, Prince Edward Island 
and Fort St. James, British Columbia; 
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remote areas such as_ Reliance, 
Northwest Territories and Nain, New- 
foundland; and aboriginal commu- 
nities such as Assumption, Alberta and 
Shamattawa, Manitoba. Larger de- 
tachments, each with 20 to 
100 members, police small cities such 
as Kamloops, British Columbia and 
Red Deer, Alberta. The largest RCMP 
detachments are in the suburbs of 
Vancouver. The Surrey and Burnaby 
detachments each have more than 
200 members and face the same chal- 
lenges as police departments in any 
large Canadian city. 


The contract policing arrangement 
is a long-standing, mutually 
beneficial partnership 


22.9 Contract policing arrange- 
ments represent a _ long-standing 
partnership and now involve more than 
200 entities at three levels of govern- 
ment. It is a relationship that has 
worked and has served all parties well. 
A number of indicators suggest that the 
arrangements have been satisfactory: 


e The partnership has lasted for along 
time. 


e New Brunswick returned responsi- 
bility for highway policing to the 
RCMP when the New Brunswick 
Highway Patrol was disbanded in 
1989. 


e Inthe recent contract negotiations, 
the provinces and municipalities 
agreed to acontract term of 20 years 
instead of the 10-year term orig- 
inally offered by the federal gov- 
ernment. 


e Feedback was positive from offi- 
cials and elected representatives at 
all levels whom we interviewed 
during the audit. 


22.10 A number of benefits have 
accrued to the federal government 
from the arrangement: 


e It has a national police force with 
experience in provincial and mu- 
nicipal policing. 


A long-standing 
partnership that has 
served all parties well. 
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SANTA EEN OTE PRM ATR. AT ee 
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e The working relationship with 22.14 Many police departments see 


other provincial and municipal po- _ the pressure to change as an opportu- 
lice forces facilitates the RCMP’s nity for organizational renewal. It has 
federal policing role. caused them to re-examine a number of 


fundamental issues, such as the proper 
e The RCMP is able to draw on its _role for police in society and how police 
pool of provincial and municipal services can be improved without hir- 
officers for national emergencies _ing more people or increasing budgets. 
and special events. One of the most popular initiatives in 
North America is to adopt a concept 
commonly referred to as “community— 
based policing”. However, both in 
concept and in practice, community— 
based policing may differ from juris- 
diction to jurisdiction. 


e Provincial and municipal policing 
is an excellent training ground for 
new RCMP officers. 


22.11 The provinces and municipal- 
ities have benefited from the relation- 
ship: 


e They receive police services that Exhibit 22.2 
are consistent across the province 


and with néighbouring provinces. RCMP’s Organizational Structure for 


Delivering Contract Policing Services 


e They have a well-recognized po- 


lice force at less than actual cost. Number Function 
National 
e They have a police force that is Headquarters 1 Departmental 


independent and objective. penunistation 


10 Divisional 
Administration 


The changing environment 
represents an opportunity for 
renewal 


Division Division 


Sub-— Sub- Sub- Sub- 46 Cc ication’ C 

Division Division Division Division Gg pares Srnioerl 
22.12 © In the last few years, external cpecal Unis 
forces such as the increasing and aging 
Canadian population, changing ethnic © ree 
mix and other socio-economic and General Policing 
technological factors have changed the Traffic Enforcement 
nature of crime and increased the Provincial and Municipal Detachments Criminal Investigation 


2 3 Crime Prevention 
demand for police services. In the 


meantime, fiscal restraint at all levels 
of government has put pressure on 
police budgets, which, for municipal- 
ities, may consume a significant pro- 


portion of their annual expenditures. Exhibit 22.3 
The demand for greater fiscal account- 
ability is matched by a growing de- Distribution of Uniformed Members by Detachment Size 
mand for the police to account for their 
conduct. 

= Size of No. of No. of Uniformed 
22.13 Pressure is also increasing Detachment Detachments Percent Members Percent 
internally for the police to improve the 1 to 20 549 86 3,514 45 
way they work. A shift has occurred in 21 to 100 85 13 3,199 40 
the approach to policing. In addition to more than 100 7 1 1,163 15 


law enforcement and crime control, 
there is now a greater emphasis on 
crime prevention and problem solving. 


TOTAL 641 100 7,876 100 
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and in a suburban area ... 
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22.15 Introducing the concept will 
require the police to make significant 
operational and _— organizational 
changes. First, they will have to modify 
their methods and processes to improve 
their efficiency and effectiveness. For 
example, the incident—driven, reactive 
police response strategy may be 
changed to a problem-solving ap- 
proach where the police work with the 
community to identify and resolve the 
root causes of incidents. Other pro— 
active measures, such as directed patrol 
and crime prevention, could be ex- 
panded. In addition, assignment of 


(see paragraphs 22.8). 


specific communities to individual of- 
ficers could become the norm, and a 
team approach could be encouraged. 


22.16 Second, authority and re- 
sponsibility may have to be delegated 
to the lowest level possible. Front—line 
managers will need to have the author- 
ity to make decisions based on local 
conditions and needs. The number of 
command levels may be reduced, and 
the distribution of authority adjusted. 
Instead of one-way, downward com- 
munication, feedback from the bottom 
up will be encouraged. Strict adher- 
ence to procedures may need to be 
relaxed. Innovation and initiative will 
be encouraged and rewarded. 


22.17 ‘Finally, the changes at the 
operational and organizational levels 
discussed above will create a new 
“culture” (organizational values). Ac- 
cordingly, existing performance evalu- 
ation standards and the reward system 
will have to be overhauled to ensure 
that they reflect and support the new 
values. 


22.18 In his 1989 Directional State- 
ment, the Commissioner committed 
the RCMP to adopting the community— 
based policing concept. To the RCMP, 
community—based policing “means 
the police and the community working 
together to identify and resolve crime 
and social order problems of commu- 
nities. This style of policing recognizes 
that communities have an essential role 
to play in police decision—making. 
This role includes joint problem-—solv- 
ing, priority—setting and formulating 
requests for service that influence the 
attitudes of members and the delivery 
of policing services. Under this operat- 
ing framework the police are directly 
accountable to the community and 
community concerns must therefore 
form an integral part of an operational 
plan at a detachment.” When fully 
implemented, this new concept will 
significantly affect the way the RCMP 
Carries out its contract policing ser- 
vices. 


Audit Objectives and 
Scope 


22.19 When we started our audit the 
RCMP had just begun to implement its 
various strategic action plans. We 
decided to examine both how the 
RCMP operates today and how it is 
preparing for tomorrow. 


22.20 We visited selected RCMP 
detachments to observe police oper- 
ations, and we reviewed the related 
management systems and practices at 
divisional and national headquarters. 
Our audit objectives were to examine: 


e how the RCMP detachments relate 
to the communities they serve; 


e whether the RCMP delivers polic- 
ing services economically and effi- 
ciently; and 


e whether management systems and 
practices are adequate to support 
the delivery of high-quality polic- 
ing services. 


22.21 We then looked at the 
RCMP’s efforts to implement the con- 
cept of community-based policing. 
Our objective was to determine 
whether it has organized and managed 
various projects associated with com- 
munity—based policing to ensure the 
achievement of its 1993 target date for 
implementation. 


22.22 The provinces and the federal 
government recently concluded a new 
contract policing agreement that 
changed the way the two parties share 
the cost of contract policing. We 
reviewed the cost analyses conducted 
by the RCMP in support of contract 
negotiations. We also examined ac- 
counting and billing operations in rela- 
tion to the recovery of costs, and looked 
at the disclosure of cost information to 
Parliament. 
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Policing Operations — 
There Is Room to 
Improve Efficiency 


22.23 Exhibit 22.4 outlines the se- 
quence of events that typically occur in 
a police department when a call for 
service is received. As the nature and 
pattern of crime differ from area to 
area, the police must analyze crime 
Statistics, call patterns, changing 
demographics, ethnic mix and econ- 


The Telegraph Journal 


COMMUNITY-BASED POLICING 
PRAISED 


The Telegraph Journal 


RCMP chief: community 
policing way of future 


The Globe and Mail 


Community's concerns ranked 


Revue canadienne de la criminologie 


Police-Défi 2000 : La 
tentation de l’amateurisme 


Police will walk the beat 
in Kingston Township 


Revue canadienne de la criminologie 


La police communautaire : 
des bases encore fragiles 


L Action Régionale 


La G.R.C. veut une implication 
de la communauté 


ee Wee gent ere 
as Reged we ew 


Widespread acceptance of the community-based policing concept (see paragraph 22.14). 


athe 
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Growing demands for 
service on the one hand 
and fiscal restraint on the 
other are putting pressure 
on the police. 


Exhibit 22.4 


Typical Sequence of Events 
in a Police Department 


Incoming Calls 


* Majority of calls by 
phone 


coe 
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omic activities in its jurisdiction to 
determine what policing methods best 
serve the needs of the community. 


22.24 The need to match methods 
with communities suggests that, in 
each of its 641 detachments, the RCMP 
must tailor its operations to meet very 
specific local requirements. At the 
same time, however, as a national force 
the RCMP must also maintain a degree 
of uniformity throughout Canada. The 
delicate balance between maintaining 
national standards and central control 
and allowing detachments to make 
certain decisions based on local needs 
poses a major challenge to the Force. 


22.25 With growing demands for 
service on the one hand and fiscal 
restraint on the other, the police are 
feeling pressure to improve the way 
they operate. Improvements can be 
divided into two types: process im- 
provements and technological im- 
provements. Process improvements 


Communication Centre 


* Dispatcher determines 
nature and urgency of 
call 


y 


Computer 
Assisted 
Dispatching 


may include finding better ways to 
manage calls for service, scheduling 
staff so that police resources are more 
closely matched to demand for service 
and simplifying case-reporting re- 
quirements. Technological improve- 
ments may include developing 
computerized dispatching systems, in- 
stalling mobile digital terminals and 
cellular phones in police vehicles and 
using portable computers for writing 
reports. 


22.26 However, the RCMP often 
cannot make the changes on its own. 
Contract agreements require that the 
RCMP consult with the provinces and 
municipalities if operational changes 
will affect the level of police service in 
the jurisdiction. Another factor that the 
RCMP must consider is the availability 
of funds. Any changes in operations or 
introduction of new technologies that 
require additional funding approvals 
from the provinces and municipalities 


Mobile Response 


* Police officer carries out 
initial investigation 


EB nh 


Follow-up Investigation 
* For cases not closed 


have become more difficult in recent 
years. 


Responding to Calls for 
Service 


22.27 Some recent studies have 
shown that approximately 15 percent 
of calls the police receive are either 
crimes—in—progress or other emer- 
gencies that require an immediate 
response. Another 55 percent are 
non—emergencies, such as minor 
thefts, to which the police must re- 
spond, but not necessarily immediate- 
ly. The remaining 30 percent are minor 
cases such as lost—and—found or minor 
traffic accidents that need not necessar- 
ily be handled by a police officer. 
Instead, they can be dealt with by a 
civilian over the phone, or by asking the 
caller to file a report either at the police 
station or by mail. Exhibit 22.5 illus- 
trates this concept of differential re- 
sponse. 


22.28 Many police departments 
across Canada have analyzed their call 
Statistics and patterns and have im- 
plemented a differential response strat- 
egy, which allows them to respond to 
calls in more cost-effective ways. For 
example, some police departments no 
longer attend minor motor vehicle 
accidents if there are no injuries and if 
traffic is not obstructed. In some larger 
cities, police officers do not attend 
minor break—and-enter cases when the 
value of the stolen items is under 
$1,000, unless a suspect or physical 
evidence is present. This may not be as 
easy for the RCMP because the percep- 
tion of what constitutes an offence and 
how it should be handled may vary 
significantly from one community to 
another. 


22.29 Toreduce the amount of time 
it spends on minor occurrences, the 
Ontario Provincial Police has insti- 
tuted a differential response strategy in 
the 70 percent of its detachments where 
it was felt to be appropriate. In 1990 the 
Provincial Auditor of Ontario reported 
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that the system had resulted in a better 
deployment of police resources, which 
allows detachments to focus on more 
important and urgent police functions. 


Better management of calls could 
improve the deployment of RCMP 
resources 


22.30 We noted that several RCMP 
detachments use some elements of a 
differential response strategy. How- 
ever, they had introduced the strategy 
only onan ad hoc basis, mainly because 
they could no longer cope with the 
demand for service with the resources 
available. At the time of our audit, most 
detachments still responded to virtual- 
ly all calls, according to priority, by 
dispatching a police car. 


22.31 Without a differential re- 
sponse strategy, uniformed members 
may be spending alarge amount of their 
time responding to and investigating 
minor cases, and not directing re- 
sources to more important cases or to 
other more productive community— 
based policing activities. 


22.32 There are valid reasons why 
the RCMP has not adopted a differen- 


Alternative 
Responses 


Referral Mail-In 
Report 


Walk-In Report 
Report by Phone 


ee 
30% 


Incoming Calls 


55% 


Increasing Seriousness of Calls 


Exhibit 22.5 


The Concept of 
Differential Response Strategy 


Immediate 
? 


15% 
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tial response strategy at all its detach- 
ments. First and foremost, the RCMP 
cannot do so on its own; contract 
agreements require that provincial and 
municipal officials be consulted in 
determining the minimum level of 
police service. Second, the RCMP has 
a long tradition of satisfying every 
demand for service to the greatest 
extent possible. 


22.33 The RCMP should develop 
guidelines and criteria for determin- 
ing when a differential response 
strategy would be appropriate. 


RCMP response: Agree. Differential 
response is central to the community 
policing service delivery model and is 
being addressed as part of that 
initiative. 


22.34 The RCMP should instruct 
its detachments to study the feasibil- 
ity of adopting a differential response 
strategy in their jurisdictions. Based 
on the results of these studies, it 
should then consult with the ap- 
propriate provincial and municipal 
officials to determine whether a dif- 
ferential response strategy is feasible 
and appropriate ina particular juris- 
diction. 


RCMPresponse: Agree. This is alsoa 
step in the implementation of commun- 
ity—based policing. 


Scheduling of Shift Work 


22.35 The number of crimes and 
calls for police service changes from 
hour to hour. Scheduling of equal 
numbers of officers at all times of the 
day, without regard to the demand for 
service, can be wasteful and costly. In 
fact, no single schedule pattern is the 
“best”. Accordingly, police depart- 
ments across Canada use a wide range 
of schedules to meet particular condi- 
tions (see Exhibit 22.6). 


22.36 To avoid inefficient schedul- 
ing, the RCMP’s policy on work sched- 
uling prescribes a _ proportional 


distribution of human_resources 
(PDHR) method. This method helps 
detachment commanders to schedule 
their police officers according to the 
demand for service. The principles of 
this method are logical and consistent 
with those practised by other police 
departments. 


22.37 Weapplied the PDHR method 
to the workload statistics of two RCMP 
detachments shown in the top two 
diagrams of Exhibit 22.7. In using it, 
we were able to match resources to 
fluctuating demand reasonably well, as 
shown in the middle two diagrams. 


Shift schedules in certain large 
RCMP detachments do not 
correspond to workload 


22.38 | However, we found that many 
large RCMP detachments with similar 
fluctuations in demand for service did 
not follow the PDHR method. Instead, 
they were operating on a 12-hour and 
“equal—watch” schedule. That is, 
while each police officer worked a 
12-hour shift, equal numbers of police 
officers were on duty 24 hours a day, 
seven days a week, all year round. As 
can be seen in the two bottom diagrams 
of Exhibit 22.7, under an equal—watch 
arrangement officers may not be avail- 
able in sufficient numbers to handle the 
calls. 


22.39 The RCMP’s policy on work 
scheduling requires that detachment 
commanders — before proposing any 
extended shifts — assess how these 
shifts may affect the level of service to 
the public, members’ morale, overtime 
and other administrative functions. 
The policy also states that the com- 
manding officers must be satisfied that 
extended shifts will not compromise 
the delivery of police services. 


22.40 Most of the large RCMP de- 
tachments that work on the 12-hour 
and equal—watch schedule have been 
doing so for many years. The RCMP 
could not provide us with documented 
approvals for these schedules. We only 
found a few quantitative assessments to 


support recent requests for extended 
shifts, as the policy requires. Appro- 
vals have often been granted solely for 
their assumed positive effect on 
members’ morale, to compensate for 
the fact that the members put in a large 
amount of voluntary overtime and are 
not unionized. 


22.41 Because the equal—watch 
schedule is easy to manage and 
members generally prefer 12-hour 
shifts, there is a tendency to accept it 
without considering its effects on effi- 
ciency and on the quality and level of 
service provided. This is an issue that 
the RCMP has been aware of and has 
studied for some time; there are always 
trade-offs between morale and effi- 
ciency. Given the current fiscal con- 
straints at all levels of government and 
the focus on meeting community ex- 
pectations, the RCMP will need to 
balance members’ morale with oper- 
ational efficiency in approving various 
shift schedules. 


22.42 The RCMP should ensure 
that detachments comply fully with 
its policy on shift schedules. It should 
also add to the policy a requirement 
that existing schedules be evaluated 
periodically. 


RCMP response: Agree. 


22.43 The RCMP should assess 
the suitability of the 12-hour and 
equal—watch schedule used in the 
large detachments, in particular the 
“equal watch” aspect. 


RCMP response: Agree. A study will 
be undertaken and _ appropriate 
changes made to address this recom- 
mendation and that contained in 
22.42. 


The Dispatching Function 


22.44 Using modern computer tech- 
nology, most medium-to—large police 
departments across Canada have auto- 
mated their dispatching and other sys- 
tems. However, the task of automation 
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is not as simple for the RCMP as it is for 
other departments, because it operates 
in a diverse environment ranging from 
populated urban areas to widely dis- 
persed remote communities. Systems 
designed for municipal operations may 
not be suitable for rural areas. 


22.45 Developing technology to 
support operational needs is a national 
headquarters responsibility. There is a 
three-stage master plan for informa- 
tion technology in the Force. The first 
stage is to develop a national police 
database; the second stage is to upgrade 
its dispatching systems; and the third 
stage is to introduce other related 
equipment. The overall approach has 


Exhibit 22.6 


Shift Schedules Used in 22 Canadian Police Departments 
(Source: D. Baxter, K. Hahn and S. Holmes, Univ. of Waterloo, 1990) 


Police Force Lengths 


Rotation Patterns 


Victoria, B.C. 12-Hour 
Vancouver, B.C. 10-Hour 
Calgary, Alta. 10-Hour 
Edmonton, Alta. 10-Hour 
askatoon, Sask. 12-Hour 
Regina, Sask. 12-Hour 
Winnipeg, Man. 10-Hour 
London, Ont. 8, 9 and 10 
Waterloo, Ont. 8 and 10 
ee] Region, Ont. 8 and 10 
Metro Toronto, Ont. 8 and 10 
Kingston, Ont. 8 and 10 
Ottawa, Ont. 8 and 10 
Quebec City, Que. 9-Hour 
Montreal, Que. 8.5-Hour 
Fredericton, N.B. 12-Hour 
aint John, N.B. 10-Hour 
Dartmouth, N.S. 12-Hour 
Halifax, N.S. 12-Hour 
ummerside, P.E.I. 12-Hour 
Charlottetown, P.E.I. 8-Hour 
t. John’s, Nfld. 8-Hour 


Large Detachments 12-hour 
Small Detachments 8 or 10 


2-Days/2-Nights/4-Off 
4-On/3-Off 
105-Day Cycle 
9-Week Cycle 
2-Days/2-Nights/4-Off 
28-Day Cycle 
28-Day Cycle 
105 Day Cycle 
35-Day Cycle 
35-Day Cycle 
35-Day Cycle 
35-Day Cycle 
35-Day Cycle 
35-Day Cycle 
35-Day Cycle 
2-Days/2-Nights/4-Off 
24-Day Cycle 
8-Day Cycle 
2-Days/2-Nights/4-Off 
8-Day Cycle 
49-Day Cycle 
21-Day Cycle 


2-Days/2-Nights/4-Off 


pattern varied 
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Exhibit 22.7 
Comparison of Two Different Shift Schedules 
in Two RCMP Detachments 
Detachment A Detachment B 
Demand Volume Demand Volume 
q 


NE GO ee) BO) aes 


0 
0 4 8 12 Cuneo 24 
Hour of the Day 


0 
0 4 8 12 16 20 24 
Hour of the Day 


RCMP - PDHR Model Schedule 8 Hr. Shifts RCMP - PDHR Model Schedule 8 Hr. Shifts 


Hour of the Day Hour of the Day 


Equal—Watch System Equal—Watch System 


i, i 
6 6 
5 5 
4 4 
3 3 
2 2 
1 1 
% 4 8 12 16 20 24 % o 8 12 16 20 24 


Hour of the Day Hour of the Day 


Legend: 
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been to develop standard systems for 
use throughout the Force. 


The RCMP needs to modernize its 
dispatching systems 


22.46 The first stage of the plan was 
accomplished with the development of 
the Police Information Retrieval Sys- 
tem, for which the requirements at all 
detachments are similar. However, the 
Force is still developing dispatching 
systems and introducing other related 
equipment to meet the requirements of 
its largest detachments, mainly in Brit- 
ish Columbia. 


22.47 The RCMP has one Com- 
munication Centre (Comm-—Centre) in 
each subdivision to service all detach- 
ments under its command. During 
regular hours, these detachments dis- 
patch their own police cars. After 
hours, the responsibility is switched 
over to the Comm-Centre. In these 
centres, the RCMP dispatchers gen- 
erally communicate by radio with po- 
lice officers on patrol, and they use 
paper and pencil to keep track of police 
vehicles on the road. However, the five 
largest detachments in the lower main- 
land of British Columbia each have 
their own Comm-Centre, operating 24 
hours aday. These centres are equipped 
with a computer-—assisted dispatching 
(CAD) system, which the RCMP in- 
stalled in 1976. 


22.48 In 1982, the RCMP started to 
plan the development of the Computer- 
ized Integrated Information and Dis- 
patching System (CIIDS) to replace the 
CADs in the lower mainland, which the 
RCMP said it considered to be obsolete 
(see Exhibit 22.8). 


22.49 Several factors have affected 
the development of CIIDS: 


e The RCMP has had to develop a 
system from the ground up because 
it needed to link with Canadian 
Police Information Centre and Po- 
lice Information Retrieval System, 
which were already in operation. 
This decision effectively precluded 
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adopting a commercially available 
system. 


e The Force has chosen to develop a 
standard system to meet a range of 
local operational needs, to achieve 
significant cost savings. This ap- 
proach makes the system more 
difficult to design and develop. 


e There were unexpected local re- 
quirements during the development 
period, such as the introduction of a 
911 system and the advent of new 
computer technologies. 


22.50 The design, development and 
installation of CIIDS has taken almost 
ten years. Today, the largest RCMP 
detachments in the lower mainland of 
British Columbia are still operating 
without modern dispatching systems 
and communication equipment such as 
mobile data terminals, which many 
large-city police departments in Ca- 
nada have had for some years. This 
impacts On operations in two ways. 
First, the voice communication on the 
old CADs has occasionally impeded 
speedy response to calls and affected 
the efficiency of service. Second, the 
RCMP intends to use CIIDS to reduce 
60 percent of the number of reports that 
need to be handwritten. Without CIDS, 
the members are spending more time 
than necessary on paperwork. The 


Police departments are 
making more use of 
automated systems to 
handle calls for service. 


A typical Comm—Centre in the RCMP (see paragraph 22.47). 
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Exhibit 22.8 


Major Events of CIIDS 


Preliminary Analysis Report 

Planning Phase Report 

System Specifications 

Request for Proposal 

Treasury Board Approval 

Contract Awarded 

Prototype Testing at Red Deer 

Testing of Full—-scale System at Burnaby 
Full-scale Installation at Burnaby 
Implementation at Rest of Lower Mainland 


impact of the resulting lower operational 
efficiency is most significant at these 
larger and busier locations (See Case 
Reporting below for further details). 


22.51 The RCMP should com- 
plete the development of the Com- 
puterized Integrated Information 
and Dispatching System and ensure 
its installation in the lower mainland 
of British Columbia as quickly as 
practical. It should introduce, where 
appropriate, other related equip- 
ment such as mobile digital terminals 
at the same time as CIIDS is installed. 


RCMP response: Agree. This recom- 
mendation will be implemented de- 
pending upon the availability of 
resources. 


22.52 The RCMP’s original plan 
was to install CIIDS in other selected 
Comm-Centres based on a year—by— 
year review and approval of resourcing 
for each phase. In 1990, the Comm— 
Centres in New Brunswick were amal- 
gamated into one. Recently, there were 
discussions in both Alberta and British 
Columbia to reorganize the present 
Comm-—Centre structures. We believe 
that this trend could further improve 
operational efficiency and reduce capi- 
tal requirements. Given the fiscal 
Situation at all levels of government 
today, the RCMP needs to carefully 
assess the costs and benefits before 
proceeding with each CIIDS installation. 


22.53 In seeking to improve its 
dispatching operations, the RCMP 


December 1982 
March 1983 
September 1986 
April 1987 
April 1988 
November 1988 
July 1990 
May 1992 
November 1992 (planned) 
1993-94 (planned) 


should investigate various alterna- 
tives such as the amalgamation of 
communication centres and the in- 
stallation of the Computerized Inte- 
grated Information and Dispatching 
System, and it should base its deci- 
sion on the costs and benefits of each 
alternative. 


RCMP response: Agree, with the 
conditions that human life and safety, 
and community satisfaction will also 
be taken into consideration with costs. 


Case Reporting 


22.54 Information is of critical im- 
portance for police operations, from 
the moment a call is received until a 
case is concluded. Information is 
gathered at various stages, stored in 
different media and retrieved for use by 
police personnel. However, over time, 
information — particularly in written 
form — has become a burden for the 
police. Recently, modern technologies 
such as information retrieval systems, 
mobile data terminals, portable com- 
puters and cellular phones have be- 
come available to improve the way the 
police handle information. 


22.55 During our audit, we visited a 
number of police departments across 
Canada to see how they were dealing 
with the information issue. Exhibit 
22.9 shows three of these cases. 


22.56 Typically, improvements 
occur in two stages or steps. The first 
step is to reduce the amount of report- 
ing that is required. This step involves 
“operational” decisions. For example, 
a decision might be taken to adopt 
procedures (such as differential re- 
sponse strategies) that could reduce the 
number of reports to be written. 
Criteria defining whether a case should 
be pursued beyond the initial investiga- 
tion could also be developed, which 
might reduce paperwork. 


22.57 Once the operational deci- 
sions have been taken, the second step 
is to adopt appropriate technologies to 
improve efficiency. Here, technical 


experts and police officers need to work 
closely together as a team to develop 
the best technology to meet operational 
requirements, which are often dictated 
by local conditions. 


The RCMP’s members spend a 
significant amount of time writing 
case reports 


22.58 From discussions with RCMP 
members at various locations, on cer- 
tain days they can spend up to 50 
percent of their working hours writing 
reports, including both case-related 
and administrative reports. Members 
put in a large amount of voluntary 
(unpaid) overtime writing reports, 
typically at the end of their shifts. The 
RCMP informed us that its contract 
policing personnel contributed over 
one million hours of voluntary over- 
time in 1991. 


22.59 Some of these case-reporting 
requirements are internal to police 
departments, enabling them to better 
manage their operations. Others are 
externally imposed to meet the needs of 
legislation such as the Charter of 
Rights, Access to Information and 
public complaint processes. Exhibit 
22.10 shows the forms and reports 
required in an impaired driving case, 
and who requires them. Changes to 
reporting requirements are often out- 
side of the RCMP’s control. 


22.60 With more than 7,000 uni- 
formed members involved in contract 
policing, the potential to realize pro- 
ductivity gains by reducing the time 
spent on writing reports is significant. 
For example, if the time could be 
reduced by as little as four percentage 
points, as the police department in case 
study 2 of Exhibit 22.9 was able to do, 
the RCMP could theoretically free up 
to an equivalent of 280 officers from 
report—writing tasks to work on crime 
prevention, directed patrol, and other 
community-based policing activities. 


22.61 | Wecompared the case report- 
ing practices of the RCMP with other 
police departments and found a number 
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of factors that help to explain why 
RCMP uniformed members have to 
spend so much of their time writing 
reports. 


22.62 ‘First, the RCMP requires its 
members to prepare a written report for 
every case to which they are dispatched 
because, unlike other major police 
departments, the RCMP has no capa- 
bility to create case files automatically 
through its dispatching systems. It 
follows that RCMP officers have to 
handwrite reports on minor cases. 


22.63 Second, police officers in the 
RCMP provincial detachments are re- 
quired to perform routine clerical tasks 
such as typing investigative and admin- 
istrative reports, because these detach- 
ments have, on average, only one 
civilian support staff for every six 
police officers. In its municipal detach- 
ments, where the support staff are paid 


Case reporting can be a 


burden. 


Exhibit 22.9 


How Three Police Departments Have Improved 
Their Case Reporting Operations 


Case 1 — Reporting Minor Cases 


The police department of a large Canadian city decided to stop filing reports on minor cases. It also 
established a civilian telephone response unit to take reports over the phone. Alternatively, citizens were 
asked to file a report at an information desk in the police station. These changes have greatly reduced 
the number of reports that police officers have to write. 


In 1990, of the 200,000 calls for police service this department received, 130,000 were classified as 
minor cases, requiring no written occurrence report. The remaining 70,000 calls resulted in occurrence 
reports. Furthermore, 28,000 of these reports were prepared by civilians at the information desk and 
telephone response unit. As a result, police officers had to prepare only 42,000 written reports, which 
freed a substantial amount of time for other tasks. 


Case 2 - Direct Data Entry 


In the mid—1980s, a regional police department carried out a feasibility study on implementing a direct 
data entry system. The study revealed that police officers in the organization spent, on average, 
17 percent of their time writing reports. It concluded that it would be beneficial to implement a system 
whereby a police officer could call in and dictate the information to a clerk at the police station, so that 
the report could then be directly entered into a computer. 


Two years after the implementation, the department conducted an evaluation and found that the amount 
of time police officers spent on report writing had decreased to 13 percent, i. e. a net reduction of 
4 percent. This was equivalent to adding approximately 30 police officers to the department. 


Case 3 — Use of PIRS 


There are presently 13 independent police departments in Canada using the RCMP’s Police Information 
Retrieval System (PIRS) to keep case reports. Some of these departments have made innovative use of 
PIRS to reduce report—writing burden on police officers. 


For example, in a police department in western Canada, the dispatcher enters directly into PIRS the 
details of each incoming call, and dispatches a police officer according to priorities. For minor cases, 
the officer radios the outcome of investigation to the dispatcher and concludes the file directly on PIRS. 
In 1991, of the 10,000 calls received by the department only 20 percent required handwritten reports 
from police officers. 
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by the municipalities, that ratio is about 
one to three — the same ratio as in other 
police forces. We were informed by the 
RCMP that it could not hire more 
civilian support even if it were prepared 
to exchange police officers for civilian 
staff, because there has been a general 
hiring freeze in the federal public 
service. The “operating budget” con- 
cept, which allows RCMP manage- 
ment more flexibility and is currently 
being introduced on an experimental 
basis, may help to reduce this recog- 
nized problem. ° 


22.64 = Third, the use of new technol- 
ogy for case reporting in large RCMP 
detachments is much more limited than 
it is in most other large police depart- 
ments in Canada. In most cases, RCMP 
members have to handwrite their re- 
ports first, and then give them to aclerk 
to enter into the computer. The RCMP 
has begun to introduce, or to test the 
feasibility of adopting, other modern 
technologies such as mobile data ter- 
minals, portable computers and elec- 
tronic notebooks at various locations. 


22.65 In the last few years, police 
departments across Canada have estab- 
lished “paperless” reporting systems to 
reduce paper burden. They allow 
minor cases to be concluded on their 
computerized systems without any 
paperwork. (See Case 3 of Ex- 


Hundreds of forms used in a RCMP 
detachment (see paragraphs 22.59). 


hibit 22.9). When a report is needed, it 
can be entered directly into the com- 
puter. 


22.66 The RCMP has also intro- 
duced its version of a paperless system. 
However, its approach focusses on 
reducing the number of paper files 
rather than on eliminating the reporting 
requirements for minor cases. This 
system continues to require RCMP 
members to handwrite reports for all 
cases. These reports are then entered 
into the Police Information Retrieval 
System. Subsequently, the paper re- 
ports are destroyed, to reduce the floor 
space needed to store them. However, 
although the number of paper files the 
RCMP keeps has been reduced, the 
number of reports members must write 
has not changed significantly. This is 
because the reporting requirements for 
minor cases (approximately 60 percent 
of the total) were not addressed first. 


22.67 In 1990, RCMP headquarters 
began another initiative to streamline 
Case-reporting practices. The objec- 
tive was to extend the RCMP’s com- 
puter technology to create a paperless 
reporting environment that would re- 
lieve members of tedious, time- 
consuming tasks so that they would 
have more time for policing duties. 
However, the progress on this action 
plan has been slow due to competing 
priorities, which have diverted re- 
sources away from this area. 


22.68 We believe that to effectively 
reduce paper burden it is best to involve 
front-line officers. In our visits to 
RCMP detachments during the audit, 
we found many innovative local sol- 
utions that could be beneficial to the 
rest of the Force. The headquarters 
“streamlining” initiative needs greater 
and more co-ordinated inputs from 
operational personnel through, per- 
haps, the Aboriginal and Community 
Policing Directorate. 


22.69 In carrying out the project 
to reduce paper burden, the RCMP 
should involve its operational man- 
agers and consider: 


e reducing reporting requirements 
for minor cases; 


e adopting proven local improve- 
ments wherever feasible; and 


e as the “operating budget’ concept 
is implemented, establishing the 
optimum mix of uniformed 
members and civilian support staff 
in its provincial detachments. 


RCMP response: Agree. The specific 
suggestions made by the Auditor Gen- 
eral will be carefully considered. 


Performance Measurement 


22.70 Although measuring police 
performance is a difficult task, a con- 
sensus has developed in recent years on 
how it can best be done. Many police 
managers believe that by tracking key 
indicators over time and using these 
indicators to compare their own police 
departments with others, they can 
measure the performance of their or- 
ganizations in a meaningful way. 
Indicators that are often used include 
crime Statistics and trends, response 
time, clearance rate, caseload per of- 
ficer and population per officer. 


22.71 The RCMP has two principal 
management information systems — 
the Operational Statistics Reporting 
(OSR) system and a person—hour re- 
porting system known as the C75D 
system. We estimate that they cost the 
RCMP at least $20 million per year to 
maintain. This includes the time spent 
on completing data collection forms 
and reviewing them, entering data into 
the computer, processing the data and 
producing summary reports. 


The RCMP needs to improve its 
performance measurement related 
to contract policing 


22.72 We reported in 1981 that the 
RCMP’s performance indicators had 
generally not been accepted by man- 
agers, or used for management pur- 
poses. In our current audit, we found 
similar problems. The RCMP uses the 
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two systems to produce various sum- 
mary reports for internal and external 
presentation. However, it does not 
make systematic and consistent use of 
indicators such as clearance rates and 
caseload per officer to measure the 
performance of its contract policing 
units. The RCMP has developed a 
national resource allocation model, 
incorporating a set of workload indica- 
tors based on hours per case for various 
types of crime. However, only certain 
divisions have accepted this model. 
Others have developed their own mod- 
els using different workload indicators. 
These indicators, both national and 
divisional, have been used mainly in 
planning and rarely for managing on- 
going operations. 


22.73 In our opinion, the inconsist- 
ent, ad hoc approaches to measuring 
performance are the result of several 
factors. First, although the RCMP has 
identified a new set of results and 
performance indicators in its 1990 
Operational Planning Framework, it 
has not clearly defined where all the 
data sources are, when reports are to be 
produced, what standards are to be used 
to judge a unit’s performance and how 
managers at various levels will be held 


Form or Report 


General Occurrence Report 

Continuation Report 

Breathalyzer Operational Checksheet 
Certificate of a Qualified Technician 
Information (to commence prosecution) 
Promise to Appear 

Fingerprint Identification 

Prosecutor’s Information Sheet 

Crown Brief (not needed if pleading guilty) 


So) Neat Ieee em dS) he 


It is essential to measure 
police performance. 


Exhibit 22.10 


Forms and Reports Required 
for an Impaired Driving Case 


Whose Requirement 


RCMP 

RCMP 

RCMP 

Legal 

Legal 

Legal 

Legal 
Crown Prosecutor 
Crown Prosecutor 


In addition to the above compulsory forms, other documents are often required depending on the 


circumstances of the arrest: 


10. Prisoner Report 

11. Motor Vehicle Accident Report 
12. Witness Statement 

13. Motor Vehicle Inventory 

14. File Conclusion Report 

15. Public Complaint 


RCMP 
Ministry of Transport 
RCMP 
RCMP 
RCMP 
RCMP Public 
Complaint Commission 


me, 
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to account for their performance in the 
context of contract policing. 


22.74 Second, both the OSR and 
C75D systems were developed some 
years ago, and they have not been able 
to meet the needs of today’s manage- 
ment. For example, because they were 
designed as two separate systems, there 
has been a continuing need to integrate 
them to produce the necessary per- 
formance information on a more timely 
and regular basis. However, the 
RCMP’s efforts to integrate the sys- 
tems over the past few years have not 
been successful. With the emergence 
of community-based policing, there is 
also a need to develop new information 
systems to collect data on the related 
performance indicators. 


22.75 Furthermore, a recent RCMP 
internal audit report indicated that 
there was a significant lack of training, 
knowledge and appreciation of the 
capability of the OSR and C75D sys- 
tems among those who should be 
making maximum use of performance 
information. In our opinion, this prob- 
lem can be eliminated only if the 
RCMP develops a clearly articulated 
performance measurement system. 


22.76 In 1991, the RCMP assigned 
to its Corporate Management Sector 
the responsibility for developing stand- 
ards for management information sys- 
tems in the Force. We believe this is an 
important move toward improving per- 
formance measurement practices and 
management information systems in 
the RCMP. 


22.77 The RCMP should improve 
its performance measurement prac- 
tices and management information 
systems related to contract policing 
— its largest program. 


RCMP response: Agree. These two 
initiatives are already under way. 


The Review and Audit 
Function 


22.78 In carrying out its policing 
services, the RCMP must comply with 
the law and must maintain the highest 
standards of objectivity, fairness, jus- 
tice and integrity. It must also be 
methodical and meticulous, because 
cases may be lost on technicalities. 
There are numerous RCMP regula- 
tions, policies and procedures to help 
ensure that these standards are met. 
There is also an extensive system of 
front-line supervision, reviews and 
audits to ensure compliance with these 
regulations, policies and procedures. 
We estimate that the direct cost of this 
system exceeds $50 million per year. 


The RCMP needs to establish a 
balance between its focus on 
compliance and on performance 


22.79 In recent years, quality and 
managerial reviews have repeatedly 
flagged recurring deficiencies such as 
non—compliance with policy in han- 
dling case exhibits, poor note-taking 
and errors in the data input to the 
management information systems. As 
a result, internal auditors have had to 
spend a significant amount of their time 
dealing with compliance issues and 
have not been able to assess the econ- 
omy, efficiency and effectiveness of 
individual RCMP units. 


22.80 In addition, the RCMP’s 
cyclical approach to review requires 
periodic reviews (for example, annual 
quality review and biennial managerial 
review) of every detachment, even 
those that previous reviews and audits 
have found to be generally well man- 
aged. Reviews in such cases are neither 
economical nor efficient because they 
use resources that could be directed 
toward higher-risk areas. 


22.81 The RCMP is aware of these 
weaknesses and has been addressing 
them. 


Community-based 
Policing — A New 
Focus 


22.82 The RCMP started to move 
toward community-based policing in 
the mid—1980s. In 1990, it launched a 
number of strategic action plans aimed 
at taking itself into the twenty-first 
century. These plans include imple- 
menting the community-based polic- 
ing concept. The RCMP has told the 
provinces of its commitment to com- 
munity—based policing and informed 
Parliament, through its annual ex- 
penditure plans, that it has made prog- 
ress. This progress includes: 


e increasing the hiring of women and 
visible minorities; 


e emphasizing cross-cultural train- 
ing at the academy; 


e establishing positions responsible 
for aboriginal policing in each 
division in 1991; 


e creating a new directorate respon- 
sible for community-based polic- 
ing and amalgamating it with the 
aboriginal policing directorate in 
1991; 


e issuing a directive on community 
consultative groups in 1991; 


e installing the mission statement in 
each community in May 1992; and 


e experimenting with innovative ap- 
proaches in certain detachments 
and subdivisions, starting in 1992. 


There has been some progress and 
some delay 


22.83 We reviewed the action plan 
to implement community-based polic- 
ing throughout the Force. We found 
that it included essential projects such 
as developing a statement of principles, 
publishing a handbook, developing 
training programs and _ identifying 
changes needed in related personnel 
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policies to meet community-based 
policing requirements. 


22.84 However, some key projects 
have encountered delays. For 
example, the handbook on commun- 
ity—based policing, which was sched- 
uled for distribution in March 1991, 
was not started until recently when a 
survey to determine the level of under- 
standing was completed. The hand- 
book is intended to guide RCMP 
commanders in implementing the 
community-based policing in their 
detachments. As planned, the hand- 
book would contain guidelines and 
criteria for developing differential re- 
sponse strategies and various other 
problem-solving techniques. The ab- 
sence of the handbook on community— 
based policing means that RCMP 
members may not have the guidance 
needed to develop a consistent under- 
standing of the concept. 


22.85 There were reasons for the 
delays. First, the two key positions in 
the community policing directorate 
were not filled until late 1991. Second, 
the project organization has generally 
been underfunded and understaffed 
since the beginning. Furthermore, as 
the directorate was newly created, it 
had to establish mechanisms for con- 
sultation with field personnel and co— 
ordination with other action plans. 


Bicycle patrol — an innovation under the community-based policing concept — RCMP 
Surrey Detachment (see paragraphs 22.82). 
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Exhibit 22.11 


The Concept of the 


Negotiated Cost Base 


Actual Cost 


to the 


Federal Roce amare eat 


Government Agreement on What 


ey 


22.86 Community-based policing 
will be a total reorientation in service 
delivery that entails reorganization and 
re-education throughout the RCMP. 
As aresult, changes will be difficult and 
time-consuming given the size and 
geographical distribution of the Force. 


22.87 The RCMP will have to re— 
examine its policies and practices in 
areas such as recruit selection and 
training, in-service training, perform- 
ance evaluation, pay levels, organiz- 
ational structure, career streaming, job 
rotation and posting of members to 
their home provinces. Details of these 
issues are discussed in Chapter 23, on 
Human Resource Management. 


22.88 The RCMP should review 
its progress in implementing the 
community-based policing concept 
and ensure that all related action 
plans are properly co—ordinated and 
monitored. 


RCMP response: Agree, although the 
fact that community-based policing 
entails = complex organizational 
changes means that unforeseeable 
difficulties may prolong the imple- 
mentation period. 


Cost Sharing — How 
Much Does It Cost the 
Federal Government? 


22.89 Ever since the federal govern- 
ment entered into contract policing, it 
has been charging provinces and mu- 


Provincial or 
Agreed _| Municipal 
Percentage Cost Share 


Negotiated 


Cost Base 


nicipalities for RCMP services. The 
basis for determining what the federal 
government charges has changed over 
the years, but one fact has remained 
constant: the federal government has 
never attempted to recover the full cost 
of providing these services because it 
believes there are a number of benefits 
that have accrued to the federal govern- 
ment from the arrangement (see para- 
graph 22.10). 


22.90 The federal government and 
the provinces have agreed to a two— 
stage process for determining how 
costs will be shared. First, they negoti- 
ate what is referred to as a “‘cost base”. 
The two parties determine which items 
will be included in this negotiated cost 
base and which will be excluded. 
Second, they agree on the percentages 
of the negotiated cost base that prov- 
inces and municipalities each will pay. 
Therefore, when the provinces and 
municipalities agree to cover, respect- 
ively, 70 and 90 percent of the nego- 
tiated cost base, in reality they are 
paying less than 70 and 90 percent of 
the actual total cost (see Exhibit 22.11). 


22.91 In September 1989, based on 
the negotiating parameters approved 
by the Treasury Board, the federal 
government made an initial offer to the 
provinces to begin negotiating a new 
agreement that would replace the old 
contract, due to expire on 31 March 
1991. In negotiating a new agreement, 
the Government of Canada stated that it 
wanted “‘to achieve a more appropriate 
apportionment of the costs” and to have 
the negotiated cost base adjusted “to 
ensure that it more fully reflects the 
costs of delivering the RCMP policing 
Service = 


22.92 To achieve these objectives, 
we believe that the negotiating parties 
must thoroughly understand how much 
it actually costs the federal government 
to provide police services through the 
RCMP. We also believe that disclosure 
of the actual costs would enable the 
governments and Parliament to assess 
more accurately the costs and benefits 
of contract policing. 


22.93 We reviewed documents pre- 
pared by the RCMP for officials of the 
federal and provincial governments 
involved in negotiating the new agree- 
ment. We noted that the RCMP had 
conducted several studies including 
analyses of the costs of accommoda- 
tion and recruit training. In its offer of 
September 1989 the federal govern- 
ment proposed not only to adjust and 
add items to the negotiated cost base, 
but also to increase the rates of recovery 
for provincial and municipal policing 
to 75 and 95 percent respectively. 


22.94 The provinces rejected these 
proposals, the negotiations became 
protracted and the 1981-91 contract 
was extended by another year. Negoti- 
ations continued, and the federal gov- 
ernment finally signed a new 20-year 
agreement with the provinces in April 
1992. 


The 1992 cost base is an 
improvement 


22.95 | Wecompared the cost base in 
the 1981-91 agreement with that in the 
new 20-year agreement of 1992. In our 
opinion, the new negotiated cost base is 
an improvement as it more accurately 
reflects actual costs. Although the rates 
of recovery remain unchanged, the 
1992 agreement adds several new 
items to the old negotiated cost base, 
such as the employer’s share of Unem- 
ployment Insurance premiums, and a 
share of the expenditures of the RCMP 
Public Complaints Commission and 
the RCMP External Review Commit- 
tee. It also increases charges for 
accommodation and recruit training. 
However, despite these improvements, 
the new negotiated cost base still does 
not fully reflect actual costs. 


22.96 Todetermine the gap between 
the negotiated cost base and actual 
costs, we conducted a study using the 
1990-91 cost data obtained from the 
RCMP and applying the guidelines 
outlined in the Treasury Board’s Guide 
to the Costing of Outputs. We estimate 
that the new negotiated cost base is 
$800 million, or an increase of about 
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$50 million over the previous cost base. 
However, we also estimate that the 
actual cost to the federal government of 
providing contract policing services 
ranged between $900 million and 
$950 million. Thus, there is a gap of 
between $100 million and $150 million. 


There are other items to be 
considered 


22.97 Some major cost items, such 
as departmental administration, EDP 
services and certain employee benefits 
paid by the federal government, are still 
excluded from the new negotiated cost 
base. Other items such as accommoda- 
tion charges, although included in the 
cost base, have not been set at reason- 
able levels (see Exhibit 22.12). 


Exhibit 22.12 


Costs that Are Excluded or Are 


Incorrectly Included In The Negotiated Cost Base 


I. ITEMS EXCLUDED 
1, Departmental Administration 


The RCMP’s departmental administration activity costs about $60 million per year. It includes 
personnel, finance, materiel and facilities management, corporate services and other headquarters 
functions. These functions support all operational units: federal enforcement, protective 


services, and contract policing. 


Thus it is reasonable to assume that a portion of the cost of this $60 million activity should be 
recognized as part of the actual cost of contract policing. Using a standard cost allocation method, 
we estimate that about $31 million should be allocated to the contract policing cost base for 
departmental administration. 


2 Others 


— Informatics and EDP services 

-— Certain employee benefits paid by federal government on behalf of the RCMP 
- Physical and electronic surveillance 

— Ex gratia payments 

- Professional services 

- Building security 

— Work performed by federal personnel 


ITEMS INCORRECTLY INCLUDED 


1 Accommodation Charges 


In the 1981-91 agreement, the RCMP charged the provinces a flat rate of $5 per square foot for 
accommodation in all Crown—owned properties used in provincial policing. An RCMP position 
paper indicated that the $5 per square foot was unrealistically low. Accordingly, the 1992 
agreement raises this rate to $10 per square foot on a gross space basis instead of the net space basis 
used under the old contract. 


This new rate, although an improvement, is still low because it does not reflect the total of land 
acquisition, construction and interest costs. We also found that municipalities typically charge 
more than $10 per square foot when renting accommodation to the RCMP. 


If, for example, the rate were to be raised to $15 per square foot, the cost base would be increased 
by $12 million annually. The RCMP needs to determine more precisely what the rate should be 
before the five-year review. 


Ze Others 


-— Recruit training 


533 


534 


RCMP - Provincial and Municipal Policing 


22.98 The 1992 agreement provides 
that, on every fifth anniversary of the 
agreement, the cost base may be re- 
viewed and, if mutually agreed, ad- 
justed to reflect reasonable federal 
expenses. This review provides an 
opportunity for the federal government 
to discuss further adjustments with the 
provinces. To take advantage of this 
opportunity, the federal government 
needs to study the current negotiated 
cost base and determine the full and 
actual costs of providing contract po- 
lice services. 


22.99 The Ministry of the Solicitor 
General, in consultation with the 
Treasury Board Secretariat, the Of- 
fice of the Comptroller General and 
the RCMP, should determine the full 
and actual costs it incurs in providing 
contract police services and compare 
these to the current negotiated cost 
base. 


Ministry’s response: The federal 
government recognizes that certain 
elements of RCMP contract policing 
costs were not included in the 1992 
negotiated cost base and that current 
accommodation charges may not, at 
all locations, reflect 100 percent of 
actual costs. However, the govern- 
ment acknowledges the need to deter- 
mine and allocate full costs through 
the mechanism provided by the five— 
year review of the cost base. 


TBS and OCG response: The Treas- 
ury Board Secretariat and the Solicitor 
General Secretariat have already 
agreed to a study to determine the full 
cost of RCMP contract policing in 
preparation for the first five-year 
review. 


RCMP response: Agree. The RCMP 
will participate with the Treasury 
Board and the Solicitor General 
Secretariat in this endeavour. 


22.100 The federal government 
should provide the above informa- 
tion to officers of both federal and 
provincial governments who will be 


involved in the five-year review of 
the cost base. 


Ministry’s response: Full cost in- 
formation on contract police services 
will be provided to both federal and 
provincial officials involved in the 
five-year review. 


TBS and OCG response: The method- 
ology for the cost study will be estab- 
lished in 1992-93 by the Solicitor 
General Secretariat and the study will 
be scheduled for completion no less 
than 18 months in advance of the first 
five-year review. The results of the 
study should be made available to 
provinces prior to review of the cost 
base. 


RCMP response: Agree. The RCMP 
will participate with its federal 
partners in this endeavour. 


Mechanisms to ensure accurate 
interpretation and billing on cost 
sharing are inadequate 


22.101 The Ministry of the Solicitor 
General represents the federal govern- 
ment in contract negotiations. How- 
ever, once the federal Solicitor General 
and his or her provincial counterparts 
sign the contract, the RCMP is respon- 
sible for accounting and billing func- 
tions related to cost recovery. 


22.102 We found that the RCMP has 
been allowed to interpret the terms of 
cost sharing and to change the methods 
used to calculate the cost of certain 
items without consulting the Ministry 
of the Solicitor General. During the 
term of the 1981-91 agreement, the 
RCMP made several interpretations in 
favour of the provinces. One such 
decision involved excluding the sal- 
aries of police recruits when calculat- 
ing the cost of recruit training. As a 
result, between 1985 and 1992 the 
revenues of the federal government 
were about $35 million less than could 
otherwise have been the case. 


22.103 We believe that, since the 
Solicitor General signs the contract on 
behalf of the federal government, there 
is a need for Ministry officials to be 


responsible for ensuring that the RCMP 
complies with the terms and conditions 
on cost sharing when carrying out the 
accounting and billing operations. 


22.104 The Ministry of the Solicitor 
General should establish mechan- 
isms to ensure that interpretation 
and billing on cost sharing will be 
subjected to adequate review. 


Ministry’s response: The Ministry of 
the Solicitor General will investigate 
the establishment of an independent 
review mechanism to oversee the in- 
terpretation and billing of federal, 
provincial and municipal shares for 
contract police services. 


Federal government documents do 
not provide adequate information 
to Parliament on the costs of 
contract policing 


22.105 Contract policing is the 
largest RCMP program, costing more 
than $900 million each year. It is also 
one of the federal government’s largest 
cost-recovery programs, with an an- 
nual revenue of about $600 million. 
Therefore, it is very important to pro- 
vide adequate information for Parlia- 
ment, showing the actual cost of 
contract policing and the amounts that 
the federal government recovers. 
Without such information, it is not 
possible for Parliament to exercise 
effective scrutiny of RCMP expendi- 
tures. 


22.106 We reviewed the RCMP’s 
expenditure plan (Part III of the Esti- 
mates) for 1992-93, and we have some 
concerns. For example, the plan does 
not indicate that the provinces and 
municipalities are sharing only items in 
a negotiated cost base that, as noted 
earlier, reflects only part of the actual 
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cost to the federal government of 
providing contract policing services. 
From the information presented in the 
plan, readers can see the amount of 
money the federal government re- 
covers from the provinces and munici- 
palities, but cannot determine the 
actual cost of contract policing. In fact, 
the placement of the figures could lead 
readers to conclude that the federal 
government is recovering $596 million 
of an actual cost of $730 million when, 
in reality, the actual cost is most likely 
more than $900 million. 


22.107 Similarly, the Solicitor Gen- 
eral’s annual reports show the RCMP’s 
net cost for contract policing as the 
difference between its expenditures 
and the amount recovered. In our 
opinion, these figures do not present an 
accurate picture. 


22.108 The Ministry of the Solicitor 
General and the RCMP should, in 
consultation with the Office of the 
Comptroller General, develop a 
presentation package for inclusion in 
the RCMP’s expenditure plan and 
the Solicitor General’s annual report 
that will clearly and accurately pre- 
sent to Parliament the total cost of 
contract policing and the net cost to 
the federal government. 


Ministry’s response: The Ministry of 
the Solicitor General will undertake 
consultations with the Office of the 
Comptroller General with a view to 
improving the disclosure of contract 
policing costs to Parliament. 


RCMP response: Agree. The RCMP 
will collaborate with the Solicitor 
General and the Comptroller General 
to develop a clearer method of display- 
ing information in the RCMP expendi- 
ture plan. 


All parties, including 

Parliament, need to know 
the actual costs of RCMP 
contract policing services. 
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The RCMP does not have enough information to assess the overall success of its 
psychological wellness program (23.103) 
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CMP Promotion Process 
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Human Resource Management 


Assistant Auditor General: David Rattray 
Responsible Auditor: David Brittain 


Main Points 


23.1 The management of human resources is the single most important factor in determining 
overall RCMP effectiveness. Knowledgeable, skilled and motivated individuals of high integrity 
are essential to effectively serving the Canadian public. These resources account for approximately 
80 percent of the RCMP’s $1.8 billion operating budget. 


23.2 The RCMP operates in an evolving environment that increasingly demands re- 
examination of the way it conducts its operations and provides its services. The Force has 
recognized the need for change and has undertaken a series of major initiatives. A critical 
component of these initiatives has been the fundamental renewal of its human resource management 
systems and practices. Projects are under way in such key areas as recruitment, training, career 
management and member health. 


23.3 During our audit we identified a number of areas for improvement: human resource 
planning, recruit selection, recruit training, refresher training and member career management. As 
stated above, the RCMP was in the process of addressing many of these areas. Given these initiatives 
and the importance of their success, we will be monitoring the Force’s progress in these areas. 
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Introduction 


The RCMP is a large diverse 
organization 


23.4 The RCMP is Canada’s 
largest police force with a total work- 
force of about 21,000 employees. 
Some 16,000 uniformed members and 
5,000 civilian members and public 
servants perform a wide variety of law 
enforcement functions across Canada. 
Its responsibilities can be grouped into 
five broad areas: 


e municipal and provincial police 
services in 8 provinces, 2 territories 
and 191 municipalities; 


e the enforcement of federal stat- 
utes across Canada in such areas as 
drugs and commercial crime; 


e protective services in airports and 
for Canadian and foreign diplo- 
mats; 


@ specialized services for the Cana- 
dian law enforcement community 
in such areas as criminal records, 
forensic laboratories, fingerprint 
identification and police training; 
and 


e corporate management and ad- 
ministration. 


23.5 Approximately 80 percent of 
the RCMP’s $1.8 billion budget is 
related to human resources. These 
resources are geographically dispersed 
across Canada, with a national head- 
quarters and 13 operational divisions 
— one in each province and territory 
and one in the National Capital Region. 
The management of those human re- 
sources is the single most important 
factor in determining overall RCMP 
effectiveness. 


The Human Resource 
Management Challenge 
23.6 Millions of Canadians judge 


the RCMP by the qualities and conduct 
of its uniformed members. Knowl- 


RCMP - Human Resource Management 


edgeable, skilled and motivated people 
of high integrity are essential to effec- 
tively serving the Canadian public. For 
that reason, the way the RCMP selects, 
trains, deploys, supervises and evalu- 
ates its uniformed members is critical 
to its overall success. 


23.7 The Commissioner recog- 
nized that the people in the ranks are of 
critical importance to the Force when 
he said, “Human resources have always 
been, and continue to be, the most vital 
asset of organizations. This is certainly 
true of the RCMP, which exists only by 
virtue of the many men and women who 
deliver the services for which the 
organization is famous.” 


23.8 RCMP officers have served 
Canada well in the past and continue to 
do so today. However, the Force faces a 
wide range of human resource chal- 
lenges and pressures that will affect the 
overall performance of its duties. 
Budget restraint, rising public expecta- 
tions, human rights legislation, in- 
creased public scrutiny and changes in 
the composition and culture of those 
they serve directly affect all public 
sector organizations across Canada. 


23.9 Some of the pressures the 
RCMP faces flow from its unique 
national role. The Force has tradition- 
ally placed great value on hierarchy 
and centralized control. This orienta- 
tion reflects its central role in Canadian 
history as anation—building institution, 
as well as a need and desire to maintain 
a national approach to a national police 
force. At the same time, geographic 
dispersal, varying roles in different 
parts of the country and other factors 
have placed a premium on recognizing 
local needs. Creating the right balance 
between meeting regional needs and 
maintaining national standards and 
policies has always been an important 
and delicate task. 


23.10 This balance is likely to be- 
come more difficult to maintain in the 
future as Canadian society becomes 
increasingly diverse. Moreover, the 
role and make-up of the Force are 
evolving and diversifying as well. 


The RCMP’s human 
resources are its most 
vital asset. 
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Community-based policing — which 
involves integrating the police officer 
into the community to a greater extent 
and emphasizing crime prevention — 
isan RCMP priority. So too is the need 
to create a police force that represents 
Canadian society in race, gender, and 
language. 


23.11 The RCMP also faces a 
number of other internal challenges. Its 
workforce is aging, which has implica- 
tions for areas such as officer health and 
turnover. A number of uniformed 
members’ careers are plateauing be- 
cause of fiscal restraint resulting in 
fewer promotional opportunities. Re- 
straint and increased demands on polic- 


Some 16,000 uniformed members perform a wide variety of law enforcement functions 
across Canada (see paragraph 23.4). 
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ing require that the Force consider 
further the use of civilians in some 
uniformed officer positions. Finally, 
the increased emphasis on employee 
rights has had an impact on discipline, 
discharges and grievances. 


23.12 Yet another factor that affects 
human resource management is the 
Force’s long-standing philosophy of 
moving its personnel to meet its oper- 
ational needs and develop its members. 
This institutionalized mobility poses a 
challenge for the RCMP and the indi- 
vidual police officer alike. The RCMP 
faces the formidable and expensive 
task of moving thousands of officers 
annually, while police officers must 
quickly adapt to new environments and 
responsibilities. 


23.13 Historically, the RCMP has 
preferred to hire its uniformed 
members at the recruit level and devel- 
op them within the organization. 
Virtually everyone — from constable 
to Commissioner — starts at the bottom 
and works through the system, begin- 
ning with general policing and then 
sometimes specializing in a wide 
variety of RCMP activities depending 
on their aptitudes and interests. Such 
practices reinforce the critical nature of 
effective recruit selection and training, 
and of filling jobs with the right incum- 
bents. 


23.14 In response to these internal 
and external challenges, the RCMP has 
embarked on the renewal of human 
resource management. In May 1991 it 
introduced a Human Resource Stra- 
tegic Action Plan with the objective of 
implementing, by 1993, a creative and 
effective human resource management 
system that will be responsive to the 
needs of the RCMP. As a result, a 
number of specific objectives were 
defined and tasks were initiated. These 
are outlined in Exhibit 23.1. 


Audit Objective and 
Scope 


23.15 The objective of the audit was 
to determine whether the RCMP’s 


management systems and practices 
with respect to its uniformed members: 


e enable it to maintain a workforce 
that can meet its mandate and 
priorities; and 


e reflect due regard to economy, 
efficiency and effectiveness. 


We did not audit human resource 
management as it relates to civilian 
members and_ public _ servants 
employed by the RCMP. 


23.16 Given the challenges now 
facing the RCMP, we focussed on 
several key aspects of human resource 
management that relate to police of- 
ficer performance. These included 
recruit selection, recruit training, post— 
recruit training, career management 
and member health. We examined each 
area in terms of generally accepted 
“best” practices within police and other 
organizations, and due regard to econ- 
omy, efficiency and effectiveness. 


23.17. Because the Force had major 
human resource management initia- 
tives under way, it was essential that the 
audit take into account their probable 
impact and any weaknesses identified. 


Human Resource 
Planning 


23.18 Effective human _ resource 
management occurs only through a 
systematic, planned approach to deal- 
ing with people management problems 
rather than through ad hoc responses to 
such problems. An ability to visualize 
the future and develop strategies to 
meet that vision and the will to see plans 
to completion are essential. Given the 
scope and complexity of the challenges 
facing the RCMP in human resource 
management, it is critical that its strat- 
egies be relevant, co-ordinated, realis- 
tic and well managed. 
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The Human Resource 
Management Strategic Action 
Plan 


23.19 As mentioned earlier, the 
RCMP is re-examining several major 
aspects of its human resource manage- 
ment. It has recognized the need for 
comprehensive, responsive and for- 
ward-looking strategic planning. In 
May 1991 the Force initiated its first 
Human Resource Management (HRM) 
Strategic Action Plan, to systematic- 
ally support the Commissioner’s 
Force—wide long-term strategy, first 
put forward in 1989. 


23.20 By May 1992, the Force had 
issued an updated HRM Strategic Ac- 
tion Plan. This update addressed a 
number of the concerns we had with the 
earlier approved version. It shows: 


e more progress toward the comple- 
tion of several projects; 


e enhanced description of project 
content and adjusted project 
completion dates; 


Objective 1: 


Delegation of Authority 


mImU Ow > 


Public Service 2000 
Objective 2: 
Transfer Policy 


Career Streaming 
Promotional Practices 


Target Group Participation 
Aging Population 


QA7mMON D> 


Objective 3: Training and Development 


Major human resource 
management initiatives 
are under way in the 
Force. 


Exhibit 23.1 


Objectives and Tasks Initiated 


Improved Human Resource Management Systems and Structures 
Human Resource Information Management Systems 


Public Service Personnel Regional Organization 


Training Directorate Organization 
Integration of Planning Process 


Human Resource Management Policies 
Recruitment Policies and Entry Requirements 


Civilianization — Categories of Employees 


A. Training and Development Programs 


B. International Training 


Objective 4: Performance Standards 


A. Productivity Standards and Measures 


B. Appraisal Systems 


Objective 5: Grievances 


A. Improvements in the Current Process 
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The human resource 
management information 
system needs to be 
improved. 
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e a high priority placed on the 
completion of the Task Analysis 
project (see paragraphs 23.21 — 
23.22); and 


e more linkage and integration of 
projects. 


23.21 Critical to the overall success 
of many of the components of the 
Strategic Action Plan is the completion 
of a major task analysis project. Task 
analysis defines and verifies the tasks, 
skills and other qualifications required 
to perform job duties. It is widely 
recognized as the foundation of several 
key areas of personnel practice. The 
lack of verifiable information on job 
requirements compromises the effec- 
tiveness of recruitment and training. 
Without a clear definition of what an 
employee is expected to know and doin 
his or her job, it is also difficult to 
evaluate on-the-job performance and 
to promote or rotate employees based 
on their suitability for particular jobs. 


23.22 As early as 1975, the RCMP 
had examined the feasibility of con- 
ducting a task analysis of its jobs. It was 
not until 1987 that the concept of such 
an initiative was accepted. Subse- 
quently, Task Analysis became a pro- 
ject within the Human Resource 
Management Strategic Action Plan. 
Completion of this project is con- 
sidered essential to the success of 
several other strategic initiatives with- 
in the Plan. 


23.23 The revised Human Resource 
Strategic Action Plan has now been 
communicated to all members across 
the Force. In addition, project monitor- 
ing has been enhanced. 


23.24 Since the RCMP is address- 
ing many of the deficiencies identi- 
fied earlier in its Strategic Action 
Plan, we will review the implementa- 
tion and impact of the Plan during 
our follow-up. 


RCMP response: Agree. 


Management Information 


23.25 ‘In any organization, informa- 
tion is the raw material for not only 
planning but all decisions and activ- 
ities. It is integral to an organization’s 
ability to assess performance, meet 
goals and adjust its behaviour. Organ- 
izations need to collect and analyze 
data in a form that management can 
use. 


23.26 Currently, RCMP human re- 
source information systems have some 
significant inadequacies. For example, 
the PARADE system, which provides 
much of the basic human resource data 
required, does not meet the needs of the 
Force. System technology is out-of- 
date and itis difficult to get information 
out of PARADE. In addition, there is a 
need to co-ordinate PARADE data 
analysis. For example, those analyzing 
PARADE data have provided different 
answers to the same management in- 
formation questions. 


23.27 Our review of RCMP human 
resource information and analysis re- 
quirements in several areas indicated a 
need for improvement. In some areas, 
key data did not exist. In others, 
information and analysis were inad- 
equate. The following are some 
examples. 


e More data and analysis in such 
areas as recruit hiring and recruit 
attrition are needed to better assess 
the effectiveness of recruitment 
practices. 


e There is insufficient information on 
file to support promotion decisions 
and overall human resource plan- 
ning. 


e Although management controls 
exist for relocation of members 
where a financial cost is incurred, 
there is insufficient information 
and analysis on the extent of and 
reasons for other member position 
changes. 


e The collection of health informa- 
tion needs to be automated in such 


areas as use of sick leave, injuries to 
members and health program per- 
formance. 


23.28 Manuals, guidelines and di- 
rectives are another source of manage- 
ment information. In such areas as 
recruitment and promotion, these es- 
sential tools were often either non— 
existent or unclear. Therefore, 
divisions (and sometimes individuals) 
have had to develop their own, which 
has led to inconsistent application of 
policies and practices. 


23.29 As part ofits current Strategic 
Action Plan, the RCMP has undertaken 
a project to improve its human resource 
information. Its goal is twofold: 


e to develop a new unit in Personnel 
to control human resource informa- 
tion; and 


e toreview and update or replace the 
current PARADE system. 


23.30 Given that the RCMP is 
currently addressing concerns about 
information for human _ resource 
management, we will review prog- 
ress in the availability of such in- 
formation and in the level of human 
resource data analysis during our 
follow-up. 


RCMP response: Agree. 
Civilianization 


23.31 Another major RCMP human 
resource planning initiative under way 
is the “civilianization” project. Among 
other things, this entails determining 
the extent to which uniformed member 
positions can reasonably be filled by 
civilians at both national and divisional 
headquarters. 


23.32 Historically, police forces 
have filled a minimum number of 
positions with civilians for the follow- 
ing reasons: 


e They want to keep positions open 
for uniformed members who are 
temporarily or permanently unable 
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to carry out the full range of oper- 
ational policing duties. 


e These positions provide an avenue 
for career development for uni- 
formed members aspiring to man- 
agement positions. 


e Uniformed members in these posi- 
tions are available for policing duty 
in an emergency. 


e They perceive that uniformed of- 
ficers will do a better job because 
they understand operational polic- 


ing. 


23.33 The Force has always had 
civilians; they are most prevalent in 
clerical and administrative support 
positions. The Force has also used 
civilians in many line positions in areas 
such as forensic laboratories, identifi- 
cation and dispatchers in communica- 
tion centres. Recently, the Force has 
appointed a civilian as head of forensic 
laboratories. 


23.34 Our survey of police depart- 
ments in Canada indicates that ap- 
proximately one quarter of their 
workforces have been civilianized. 
Like the RCMP, most of their civilian 
positions are in administrative and 
operational support. However, there is 
a current trend among police depart- 
ments to use civilians in several other 
areas: administration and technical 
management; finance and personnel; 
and additional operational support 
areas such as records management, 
crime statistics analysis, information 
systems as well as court and victim 
services. The main reasons for this 
trend are lower personnel costs, the 
availability of trained, job-ready em- 
ployees in the civilian population and 
the need for new skills. 


23.35 There would appear to be 
potential, therefore, for the RCMP to 
further use civilians in uniformed 
member positions in such areas as 
Finance, Services and Supply, and 
Staffing and Personnel. This is some- 
thing the RCMP has been examining. 
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23.36 In 1988 the RCMP conducted 
an internal study of the use of uni- 
formed members in non—police func- 
tions (see Exhibit 23.2). This study 
focussed on 1,303 positions mainly at 
national and divisional headquarters. 


23.37  Thestudy team initially deter- 
mined that almost 500 positions did not 
require police-related qualifications. 
Of these, RCMP management reduced 
to 64 the number of positions recom- 
mended for civilianization. The study 
also concluded that staffing a sample of 
281 positions with civilians would save 
the RCMP $2.3 million, or 16.7 percent 
of the cost of these positions. In 
addition, the RCMP is currently re— 
assessing the criteria for establishing 
categories of employees used in this 
study. In our opinion, given the trends 
in other police forces and the possible 
benefits of civilianizing, the RCMP 
needs to reassess this area. 


23.38 Given that the RCMP is 
currently studying the potential for 
further civilianization, we will re- 
view this area as part of our follow- 


Recruit Selection 


The screening process for recruits 
is key to the success of the RCMP 


23.39 Selecting the most qualified 
and capable people to serve as police 
officers is acrucial first step to effective 
policing. Effective recruit screening 
means choosing people at the outset 
who have the “right” personality and 
aptitudes for police work, and screen- 
ing out the others. However, as indi- 
cated in paragraphs 23.21 and 23.22, 
the Force is in the process of determin- 
ing the skills, knowledge, aptitudes and 
other qualities associated with particu- 
lar jobs. This information is especially 
critical to recruit people who can fill a 
variety of positions among the more 
than 1,000 jobs that RCMP members 
may be called on to do. 


23.40 Substantial salary and other 
costs can result from hiring and training 
unsuitable recruits who may leave the 
Force during the training or probation- 
ary period. As well, hiring people who 
are unsuitable as police officers leads to 
ae inferior police work, public complaints 
and incidents that could damage the 
Force’s image. A rigorous, effective 
process for screening recruits can play 
a large part in avoiding these financial 
and non-financial costs. 


RCMP response: Agree. 


Exhibit 23.2 


RCMP Civilianization Process 
23.41 The RCMP selection process 


consists of nine steps (summarized in 
Exhibit 23.3). Of these, the selection 
test and interview are perhaps the most 
important in screening out unsuitable 
Our audit found defi- 


(January 1988 — April 1991) 


Positions/A ctivities Approved Positions/ 


Reviewed for Potential Recommended Positions/ Activities for Conversion applicants. 
Conversion Activities for Conversion through Attrition ciencies in these key elements. The 
= ia RCMP is re-examining many aspects 
1303 positions 497 positions 64 positions of recruit selection, including many of 
Administration 66 our concerns. 
Finance 120 Finance 120 Finance 12 E 7 
Services and Supply 75 Services and Supply 75 Services and Supply 10 The Recruit Selection Test could be 
Staffing and Personnel 157 Staffing and Personnel _—61 Staffing and Personnel 10 improved 
Training 23 Training 20 Training 7 a > 
Informatics 260 Informatics 137 Informatics 11 23.42 The current Recruit Selection 
Identification 62 Identification 23 Health Services 1 Test introduced in 1991 was intended to 
Forensic Labs 14 Forensic Labs 10 Corporate 3 correct weaknesses (such as gender 
Other 312 Other 51 Information Access 5 bias) in the earlier test. It is designed to 
Protective 5 measure several abilities and char- 
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acteristics: observation, perseverance, 


computation (arithmetic), basic com- 
position, logic, memory, and judg- 
ment. Although this new test is an 
improvement over the previous one, 
we found certain weaknesses: 


e It does not measure some of the 
skills or attributes it is designed to 
measure (memory, observation and 
perseverance). 


e Candidates can easily guess the 
answers to certain questions. 


e There are indications that the test 
has some linguistic bias. 


The process for interviewing 
potential recruits needs to be 
improved 


23.43 Theotherkey step (in addition 
to the test) in screening recruits is a 
single interview by one individual. Our 
survey of other major police forces 
indicated that the screening process 
normally involves multiple interviews 
by a team of interviewers, and a final 
review by a selection committee. 


23.44 RCMP interviewers have 
guidelines and a scoring system for 
structuring and standardizing inter- 
views. However, the process is often 
subjective and inconsistent. For 
example, some interviewers do not use 
the guide. Those who do often use it 
differently. Some recruiters have de- 
veloped their own guides and ques- 
tions. Yet another problem is the way 
the recruiters rank applicants. Some 
use the scoring system, while others 
rank applicants according to how long 
they have been on the waiting list. 
Other police forces not only use a more 
structured interview process but also 
have introduced multiple tests (job- 
specific knowledge and personality 
tests and psychological assessments), 
some of which are administered 
through assessment centres. 


23.45 The RCMP knows that it has 
problems in the interview process and 
is addressing them. 
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A weak selection process has real 
consequences 


23.46 We found that weaknesses in 
the RCMP’s selection process can be 
costly. For example, we estimate that 
training and salary costs were almost 
$2 million for members who left the 
Force during 1989 and 1990 for reasons 
such as poor interpersonal skills, im- 
maturity, lack of assertiveness and low 
learning ability. More effective screen- 
ing could have identified many of these 
members during recruitment and re- 
sulted in lower costs to the Force. 
Further, supervisors also complain 
about recruit shortcomings (for 
example, in personality, attitude, as- 
sertiveness and plain common sense) 
that could have been detected with 
more effective recruit selection. A 
recent study conducted by the Cana- 
dian Police College has indicated that 
effective screening, which could iden- 
tify unsuitable candidates at the outset, 
can translate into substantial savings. 


23.47 The RCMP should improve 
its recruit selection process by: 


e redesigning the Recruit Selection 
Test to improve its ability to select 
the best candidates for the job; 
and 


e using a more structured inter- 
view process consisting of varied 
and rigorous screening methods 
and conducted by qualified inter- 
viewers. 


RCMP response: Agree. 


Recruitment data analysis is 
limited 


23.48 The RCMP collects certain 
information on its members, both dur- 
ing the recruiting process and through- 
out their tenure. However, the Force 
does not routinely analyze the data to 
draw a link between its recruiting and 
screening practices and the success (or 
lack of it) of particular members. For 
example, the RCMP does minimal 
interviewing of members who resign, 
to find out why they have chosen to do 
so. Because it does not collect and 


Selecting suitable recruits 
is critical to effective 
policing. 


Exhibit 23.3 


Recruit Selection Process 


Initial contact. 

Medical examination and Physical 
Ability Requirement Evaluation 
(PARE). 

Completion of application form. 
Recruit Selection Test. 

Candidate interview. 

Security investigation. 

Final medical and Physical Ability 
Requirement Evaluation (PARE). 


Selecting the most qualified and 
capable people to serve as police 
officers is a crucial first step to effective 
policing (see paragraph 23.39). 
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Police training Is a critical 
activity. 


Exhibit 23.4 


analyze this type of information, the 
RCMP cannot measure the effective- 
ness of the recruiting process by the 
long-term, on-the-job performance of 
its members. We noted that the Force 
does “track” the success of members 
who belong to minority groups such as 
women, natives and others. However, 
more needs to be done to develop 
similar information on other recruits 
who have been through the screening 
process. 


23.49 The RCMP should compile 
and analyze appropriate data to 
determine the effectiveness of its 
recruiting and screening processes. 


RCMP response: Agree. Recruitment 
data will be gathered during the 
development of the new human re- 
source management information sys- 
tem. 


Training 


Training Program 
Management 


23.50 As can be seen from Exhibit 
23.4, the RCMP internal training pro- 
gram consists of a host of courses 
designed to meet the needs of many 
different jobs. Our rough estimate of 
expenditures for training is $70 million 
to $100 million annually. 


23.51 Giventherange and complex- 
ity of the RCMP training program, we 
focussed on the process for monitoring 


The RCMP Has a Wide Range of Training Programs 
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Basic 
Recruit 
Training 


e Regina Academy 


Academics 
Basic Skills 


e.g. Swimming 


Driving 


Refresher/ 
Requalification 


Language 
Orientation 
Firearms 
Self-Defense 


- Verbal 
- Physical 


CPR 


and controlling courses. We looked 
Specialized Management/ 
Training Other 
¢ Identification e Inspector 
Orientation 


Computers 


Police Supervisors 
Technical Skills 


e Audit 
e Highway/Traffic 

e PSC Courses 
e Investigation 

e Police 
e Immigration Administration 


specifically at training for recruits such 
as basic, field and language training as 
well as post-recruit training courses, 
including orientation and refresher 
training offered to all officers. 


Control over standards for 
training programs is important 


23.52 ‘Training in the RCMP is a 
costly and critical activity. Therefore, 
it must meet standards to ensure that 
courses are relevant and current, and 
that they are properly delivered in a 
consistent way. The RCMP uses course 
training standards to centrally control 
the design, delivery and evaluation of 
courses. It also ensures that course 
updates are properly approved. 


23.53 During our audit, we noted 
there was a backlog of course updates 
awaiting approval in national head- 
quarters. We also found that the RCMP 
was behind in course validations, 
which assist in establishing the 
currency and usefulness of training 
content. 


23.54 The volume ofcourse training 
standard updates and course vali- 
dations that must be handled by RCMP 
headquarters has contributed to these 
deficiencies. The RCMPis taking steps 
to improve its approach to course 
training standard development, pro- 
gram design and course and program 
evaluation. 


23.55 Since the RCMP is in the 
process of addressing these areas, we 
will review its progress during our 
follow-up. 


RCMP response: Agree. 


Basic Recruit Training and 
Recruit Field Training 
Programs 


Effective basic recruit training and 
recruit field training are essential 
to preparing new recruits for 
active duty 


23.56 The RCMP has been training 
recruits since 1885. Its basic recruit 


training program provides new recruits 
with the basic skills and knowledge 
required to carry out their duties suc- 
cessfully. The course is approximately 
26 weeks long and is offered at the 
RCMP Training Academy in Regina, 
Saskatchewan. During 1990-91, 778 
recruits went through the program. 


23.57 The second and equally im- 
portant step in the development of new 
recruits is recruit field training, which 
equips the new recruit with the neces- 
sary operational knowledge and skills 
to function effectively as a police 
officer. Recruit field training involves 
posting recruits, after their basic recruit 
training, to operational units for six 
months of on-the-job training. 


Opportunities exist to enhance the 
effectiveness of basic recruit 
training 


23.58 Recruits at the Academy take 
academics (law, human relations, com- 
munications training and training in 
identification operations) and other 
courses in basic skills such as driving, 
physical training, firearms training and 
drill exercises. The average cost for 
basic recruit training is about $40,000 
per recruit. 


23.59 The time and money spent on 
basic recruit training is related primar- 
ily to the number of courses taught. In 
some areas, if recruits were required to 
have experience and qualifications in 
certain areas as prerequisites to basic 
recruit training, it would be possible to 
enhance the curriculum. Subjects such 
as first aid, swimming, CPR and com- 
puter skills are possible prerequisites to 
consider. Such training is readily 
available at educational institutions in 
communities across the country. 


23.60 Other police forces and train- 
ing academies have established these 
subjects as prerequisites. Some 
examples are shown in Exhibit 23.5. 


23.61 We estimate that approxi- 
mately $450,000 could be saved an- 
nually by designating first aid, typing 
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and swimming skills as prerequisites to 
entering basic recruit training. It may 
be possible to realize more savings by 
also requiring recruits to have taken 
basic courses in areas such as psychol- 
ogy, law and sociology, which are 
available at community colleges and 
universities. If the RCMP were to 
follow this route, however, it might 
want to have some input into the design 
and content of the courses. Our rough 
estimate indicated potential annual 
savings of up to $1 million if comple- 
tion of these courses were required 
before admission to the Academy. 


The relevance of basic recruit 
training content is being reviewed 


23.62 The basic recruit training pro- 
gram has not been evaluated since 
1976, but is currently under funda- 
mental review. In 1976 recruits were 
questioning the relevance of some of 
their courses. We found the same issues 
and concerns being raised today. A 
major focus of the current review is 
assessing the extent to which the basic 
recruit training reflects new policy 
directions for the Force, such as com- 
munity—based policing. 


Recruit field training is important 


23.63 The 1976 evaluation of re- 
cruit training indicated that the recruit 
field training course standard was out— 
of—date and, as a result, some RCMP 
units had developed their own training 
programs. Although acertain degree of 
flexibility is needed, field training 
should be standardized. The RCMP 
intends to evaluate and update its 
recruit field training program after it 


Exhibit 


23.5 


Prerequisites at Other Training Academies 


First Aid/ 
CPR 
Atlantic Police Academy xX 
Ontario Police College x 
Justice Institute of 


British Columbia X 


Typing 
Skills 


X 


Swimming 


X 
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completes a study of its basic recruit 
training program. 


23.64 We believe that the RCMP 
should assign a high priority to the 
basic recruit training and recruit 
field training programs, given their 
role in developing qualified police 
officers. Accordingly, we will be 
following up on the Force’s review of 
these programs to determine 
whether the review has examined: 


e the benefits of requiring recruits 
to have certain knowledge and 
skills before they begin basic 
recruit training; 


Recruits at the Academy take academics (law, human relations, etc.) and other courses in 
basic skills such as driving, physical training, firearms training and drill exercises (see 
paragraph 23.58). 


te Fi 


e the relevance of current basic 
recruit training courses to con- 
temporary police work in gen- 
eral, and to community-based 
policing in particular; and 


e the course training standards for 
recruit field training to ensure 
they are up—to—date. 


RCMP response: Agree. 


The release of unsuitable recruits 
is difficult 


23.65 Police officers are the public 
face of the force. The day-to-day 
contact of individual officers with the 
public is, inreality, what constitutes the 
successful delivery of police services. 
Screening out unsuitable candidates at 
the outset is essential to ensuring that 
the best people are hired (see paragraph 
23.39.) After selection, the release of 
unsuitable individuals during recruit 
training and probation is equally im- 
portant. 


23.66 People who might have been 
screened out under a different selection 
process are proceeding to basic recruit 
training and recruit field training. We 
found that about half of the recruits who 
had problems in basic recruit training 
had the same problems later in recruit 
field training. 


23.67 Our audit found that it is 
difficult for the RCMP to release un- 
suitable recruits during basic recruit 
training and recruit field training. 
Specifically, we noted the following: 


e The discharge process is weak; in 
general, recruits must leave volun- 
tarily, if they leave at all. We noted 
that, since 1988, only one recruit 
had been discharged within the 
two-year probation period. 


e Further, our discussions with staff 
at the Academy and in the field 
revealed the same problems. 


23.68 The RCMP should improve 
its process for the release of unsuit- 
able recruits. 


RCMP response: Agree. The dis- 
charge process from the Academy has 
been addressed. 


Official Languages Training 
for Recruits 


Official languages training is a 
major RCMP focus 


23.69 The RCMP has made official 
languages training a priority. It offers 
all new recruits the opportunity to 
participate in official languages train- 
ing. A six-month program was estab- 
lished in 1988 and is voluntary. The 
program is designed to equip partici- 
pants with “B” level language profi- 
ciency, as defined by the Public Service 
Commission. Language training is 
provided in Montreal before the recruit 
proceeds to basic recruit training. Our 
estimate of the cost of the language 
training program ranges from $5 mil- 
lion to $7 million in 1990-91 (or 
$30,000 to $40,000 per recruit). Be- 
tween 1988 and 1991, 453 recruits 
participated in the six-month program. 
This number represents 20.7 percent of 
the 2,082 recruits engaged during that 
period. 


23.70 This year, the RCMP began to 
evaluate the program, to assess the 
extent to which recruits retained the 
second official language and used it 
during subsequent training. Building 
on that initiative, and working with the 
RCMP, we carried out a survey to 
examine those issues. 


Anglophones do not retain their 
level of proficiency in French 


23.71 +The recruit official languages 
training program meets the spirit and 
intent of the Official Languages Act. 
However, the current program may not 
work well for Anglophones. 


23.72 Most Anglophone graduates 
reported that their French language 
proficiency had deteriorated during 
basic recruit training, although bilin- 
gual instructors and courses are avail- 
able in French at the Training 
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Academy. As for Francophones, the 
majority of whom take their basic 
recruit training in English, there was 
concern that “B” level proficiency in 
English may not be adequate to allow 
them to work easily as police officers in 
largely English-speaking detach- 
ments. The same issue was raised by 
Anglophones surveyed about the ad- 
equacy of “B” level proficiency in 
French. 


23.73 The main problem for Anglo- 
phones is that, when they graduate from 
the Academy, more than half are posted 
to detachments where they have no 
opportunity to speak and retain their 
French. Resolving the problem is 
difficult for the Force because it has a 
limited number of bilingual locations 
to place graduates who have completed 
the language training program. Never- 
theless, given the cost and time ex- 
pended to date on the program, it is 
essential that the investment in lan- 
guage skills be protected. Graduates 
must assume a degree of responsibility 
for maintaining their level of language 
proficiency. Furthermore, the Force 
must ensure that its limited number of 
bilingual positions are used to the best 
advantage in retaining that capability. 


23.74 In its current review of the 
recruit official language training 
program the RCMP should address 
the initial posting of Anglophones 
and the adequacy of the current level 
of language proficiency require- 
ments. 


RCMP response: Agree. 


Refresher Training 


Members do not receive enough 
refresher training in some basic 
policing skills 


23.75 Police forces across Canada 
are showing more interest in ongoing 
refresher training in areas essential to 
day-to-day police work. Training in 
areas such as first aid, cardiopulmo- 
nary resuscitation (CPR) and self—de- 
fense is seen as interrelated and 
complementary in protecting police 


Police forces across 
Canada are emphasizing 
key basic skills in 
refresher training. 
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officers and serving the public effec- 
tively. Police forces we surveyed have 
recently embarked on mandatory sur- 
vival or self—defense refresher training 
for officers. Instruction includes areas 
such as controlling the use of force, 
“verbal judo” (techniques for avoiding 
physical conflict) and the use of the 
police baton. 


23.76 The RCMP has produced 
short videotapes that are made avail- 
able to all members, and that deal with 
subjects such as self—defense and use of 
force. It has policies for regular 
recertification in firearms and first 
aid/CPR. Divisional policies require 
members to recertify annually in fire- 
arms and every three years in first 
aid/CPR. Our survey of three divisions 
(which collectively account for almost 
half of the RCMP’s uniformed work- 
force) indicated that from 17 to 32 
percent of the operational members 
had not received refresher training in 
the use of firearms. In first aidandCPR, 
less than half had requalified within the 
required three year period. Further- 
more, despite a strong perceived need 
for it in the field, the RCMP does not 
provide refresher training in self—de- 


Periodic refresher training is essential to maintaining basic skills (see paragraph 23.75) 
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fense including areas such as conflict 
avoidance and verbal judo. The Force 
has indicated that it is taking steps to 
address these deficiencies. 


23.77 The RCMP should review 
its refresher training and recertifica- 
tion practices to: 


e ensure compliance with existing 
policies in first aid, CPR and 
firearms training; and 


e improve training in self-defense. 


RCMP response: Agree. 
Member Orientation 


The Force provides orientation 
programs for new recruits and 
other members 


23.78 The RCMP’s “back to the 
people” agenda, particularly commun- 
ity—based policing, requires that of- 
ficers know and understand the 
language, culture, and particular char- 
acteristics of the communities they 
police. This knowledge and under- 
standing are especially important for 
officers working in native commu- 
nities. A knowledge of subjects such as 
local aboriginal cultures, traditions and 
Spiritual matters provide an important 
introduction to the special needs of 
these communities. 


23.79 The RCMP has a Force—wide 
orientation training policy that fo- 
cusses primarily on familiarizing the 
officer with the infrastructure of the 
detachment and with the job. This 
national policy provides general guide- 
lines to the divisions. Less emphasis is 
placed on the officer’s orientation to 
the unique cultural and social char- 
acteristics of a particular community. 


23.80 In the three divisions we sur- 
veyed, we found that orientation pack- 
ages in non-native communities varied 
widely in the depth and quality of 
orientation provided. While some 
detachments simply complied with the 
Force—wide _ orientation _ training 
policy, others complemented these 
national guidelines to better reflect the 


community being served. We also 
found that the RCMP had begun to 
work on improving its orientation pro- 
gram for detachments policing native 
communities. This work was in its 
preliminary stages. Although a certain 
degree of flexibility is needed in the 
design and implementation of specific 
orientation programs at the divisional 
level, national standards may also be 
required. 


23.81 The RCMP should re- 
examine its national policy for unit 
orientation training to build on cur- 
rent initiatives and to better meet the 
principles of its “back to the people” 
agenda. 


RCMP response: Agree. 


Career Management 


Performance Evaluation 


There are difficulties with the new 
performance evaluation system 


23.82 TheRCMPhas recently intro- 
duced a new system for evaluating the 
job performance of its members. 
Evaluations are done annually, and 
they play a large role in deciding who 
gets promoted and transferred. 


23.83 One of the key weaknesses of 
the system is that it evaluates all em- 
ployees against seventeen performance 
standards (for example, supervisory 
skills, attentiveness to duty and organiz- 
ational awareness) regardless of the job 
the employee is doing. All standards are 
given equal weight in assessing an 
employee. This practice makes little 
sense because, for example, supervisory 
skills may not be particularly important 
to a constable in contract policing but 
very important to a contract policing staff 
sergeant commanding a detachment. 
Other police forces that do not have the 
wide range of responsibilities of the 
RCMP have tailored their evaluations to 
specific jobs. 
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23.84 A second weakness is that 
supervisors often lack the training and 
guidelines they need to apply the 
performance standards consistently 
when evaluating their employees. 


23.85 The RCMP should improve 
its performance evaluation system 
by developing performance stan- 
dards and weighting systems that are 
more job-specific, and by ensuring 
that all supervisors are given ap- 
propriate performance evaluation 
training and guidelines. 


RCMP response: Agree. 


Promotion 


23.86 The five main steps in pro- 
moting uniformed, non-commis- 
sioned members (corporals, sergeants, 
staff sergeants) are shown in 
Exhibit 23.6. 


The promotion system does not 
focus on requirements of future 
jobs 


23.87 The RCMP’s current system 
for assessing promotability focusses 
almost entirely on seniority and on how 
well one has performed in his or her 
current job, or at a given level. It does 
not sufficiently take into account how 
well an individual would perform at the 
next level. 


23.88 Ascanbeseenin Exhibit 23.6, 
the second step assigns a 35 percent 


to basic job requirements. 


The promotion process is 
being rethought. 


Exhibit 23.6 


RCMP Promotion Process 


1. Promotability Assessment — Immediate supervisor assesses according to satisfactory 
performance and general criteria for promotion potential. 


2. Long list of candidates —- Promotable, interested candidates are ranked by computer accord- 
ing to past performance (65 percent) and seniority (35 percent). 


3. Medium List of candidates —- The top 15 or 15 percent of candidates on the long list are 
selected by a staffing officer based on training, experience and past performance in relation 


4. Candidate Short List — The top five candidates are selected by a staffing officer based on 
past performance and experience in relation to desirable job qualities. 


5. Final Selection — The most qualified candidate is chosen by a Board, according to a file 


review of the top five candidates. 
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value to seniority in ranking a candi- 
date on the “long list”. Other police 
forces emphasize seniority to a lesser 
extent; some use seniority only as a 
prerequisite to (rather than a basis for) 
ranking. They use objective standards, 
interviews, examinations and other 
methods to evaluate a person’s ability 
to perform at a higher level. 


23.89 It might be possible for the 
Force to save a substantial amount of 
money if it were to use a more rigorous 
system for managing promotions. For 
example, a recent study conducted by 
the Canadian Police College has indi- 
cated that if the RCMP were to replace 
its current promotion practices with a 
highly structured, forward—looking in- 
terview process when promoting to the 
inspector level, it could realize produc- 
tivity gains of about $15 million an- 
nually. 


Promotions are not well supported 


23.90 Inconsistency and subjectiv- 
ity exist in establishing the medium and 
short lists for promotions. The qualifi- 
cations considered desirable for a par- 
ticular job vary among staff members 
and among divisions, as does the 
weighting given to certain qualifica- 
tions. Very little information is re- 
tained on file to justify selection 
decisions. 


23.91 The standards used by the 
Board to assess and compare short-list 
candidates for promotion are unclear. 
Our review of promotion practices and 
files did not provide evidence of a 
systematic comparative assessment of 
candidates. At times, the Board ap- 
plied criteria that were not listed for the 
job in question. 


23.92 Deficiencies in the promotion 
process have produced grievances. 
Close to half of the 794 grievances filed 
in 1990-91 related directly to promo- 
tions. Approximately 30 percent of 
such grievances have been upheld due 
to the excessively subjective nature of 
the promotion process. The reasons for 
upholding grievances often include 


inappropriate or inconsistent applica- 
tion of selection criteria; selection 
criteria listed in the qualification 
schedules that were too broad; failure 
to note a skill; and insufficient reason 
for not choosing a candidate. 


23.93 TheRCMP has begun to com- 
prehensively review its current promo- 
tion system. It has established a “best 
practices” committee in order to iden- 
tify possible improvements. 


23.94 We will review the progress 
in this area when we do our follow-up 
audit and reassess how the RCMP 
uses performance evaluation results 
in promotion decisions. 


RCMP response: Agree. 
Career Information 


Employees need more information 
for “mapping” their careers 


23.95 Within the RCMP there are 
about 1,000 different jobs _ that 
members perform — from flying air- 
planes to programming computers to 
investigating commercial crimes. To 
prepare for promotion or transfer, em- 
ployees need comprehensive informa- 
tion on the skills, aptitudes, education, 
training and other qualifications asso- 
ciated with specific jobs. The RCMP 
has recognized the benefits to em- 
ployees of enabling them to plan their 
own career paths to a greater extent, 
and has distributed a career manage- 
ment manual to assist them. However, 
some of the information is lacking 
because the Force has not analyzed 
most jobs to determine the skills and 
aptitudes necessary. As a result, indi- 
vidual employees have trouble plan- 
ning their own career paths — that is, 
making decisions that would enable 
them to do what is necessary to train or 
otherwise qualify for another job. As 
indicated in paragraphs 23.21—23.22, 
the Force has begun to analyze a 
number of positions to determine the 
tasks, qualifications and prerequisites 
associated with each. 


23.96 When the task analysis is 
complete, the Force should be able to 


provide members with the information 
they need to “manage” their careers 
more proactively. 


Physical and 
Psychological Health 


23.97 Physical fitness and psycho- 
logical health directly relate to a police 
force’s operational effectiveness. Po- 
lice departments across North America 
have recognized this fact and are start- 
ing to put programs in place to cover 
these areas. 


Physical Abilities 


The RCMP has developed a 
job-related physical ability test 
that is administered to recruits 


23.98 In 1989 the RCMP developed 
the Physical Ability Requirement 
Evaluation (PARE) test to measure the 
physical ability of its uniformed 
members. Most of the tests done so far 
have been on recruits hired after 1 
January 1991. The test is also adminis- 
tered to uniformed members in tactical 
troops and bomb squads. 


23.99 Atpresent, the RCMP has not 
used the test to determine the physical 
abilities of most of its regular uni- 
formed members. The Force does not 
know what proportion of all current 
uniformed members could pass the 
PARE test. 


23.100 Whilethe RCMP is among the 
leading police forces in Canada in the 
development of a valid physical ability 
test, some other police departments are 
more advanced in introducing pro- 
grams to actually improve their 
members’ lifestyle and physical fit- 
ness. The RCMP has chosen to proceed 
carefully in developing a similar pro- 
gram for 1993-94, which would apply 
to all its members. 


23.101 Because the Force is aging 
(average age increased from 32 to 37 
years between 1980 and 1991) and 
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because the current PARE test has been 
applied mainly to new recruits, it is 
important that the Force move as 
quickly as possible to assess the physi- 
cal abilities of the majority of its 
members. 


23.102 Because physical ability and 
fitness are key aspects of a member’s 
ability to perform operational 
duties, we will review the imple- 
mentation of PARE testing again 
during our follow-up. 


RCMP response: Agree. 
Psychological Wellness 


The RCMP does not have enough 
information to assess the overall 
success of its psychological wellness 
program 


23.103 Our survey of police depart- 
ments and related literature have al- 
lowed us to define a comprehensive 
psychological wellness program as one 
that includes job-related guidelines or 
standards for psychological wellness; 
reactive programs to assist officers in 
need; preventive programs to reduce 


The new physical abilities 
test is to be applied 
eventually to all members. 


An effective program that ensures psychological wellness is critical in police work (see 
paragraph 23.103). 


Do? 
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future problems; and management in- 
formation to monitor success. 


23.104 The RCMP has comprehen- 
sive psychological wellness programs 
that provide reactive and preventive 
assistance in such areas as post-tritical 
incidents, suicide prevention and 
medical support for undercover oper- 
ations, as well as examinations for 
members involved in high-risk duties. 
The RCMP also has a Member Assist- 
ance Program, which complements all 
health service activities. 


23.105 The RCMP has some broad 
guidelines for psychological health 
that do not clearly specify job-related 
psychological traits. Although it is 
difficult to identify the psychological 
traits characteristic of a good police 
officer, it is possible to determine traits 
that are not. The results of the current 
RCMP Task Analysis project will assist 
in identifying specific job-related psy- 
chological traits. 


23.106 The RCMP has had some 
difficulty assessing the success of its 
psychological wellness programs for 


members. Specifically, it does not 
know how successful its Member As- 
sistance Program has been across the 
Force, in terms of its usefulness and the 
extent to which it is actually used. 


23.107 Our interviews indicated that 
many programs were operating with 
varying success across RCMP divi- 
sions. Some of the divisional Member 
Assistance Programs were functioning 
well and others were not. Also, the 
psychological examinations relating to 
the Force’s High Risk Duties policy 
were administered differently in differ- 
ent divisions. The Force has stated that 
it recognizes this problem and is in the 
process of addressing it. 


23.108 The RCMP should improve 
its ability to assess the effectiveness of 
its psychological wellness program 
for members. 


RCMP response: Agree. The RCMP 
is currently enhancing its data collec- 
tion system to gather more comprehen- 
sive information on the frequency, 
results and follow-up of their psycho- 
logical wellness program. 
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PEE ae RES RE RE 
Emergency Preparedness in the 
Federal Government 


Assistant Auditor General: Len McGimpsey 
Responsible Auditor: Alan Gilmore 


Main Points 


24.1 We reviewed emergency preparedness in the federal government. We initially reported to 
Parliament on this area in 1987, and in 1990 the Standing Committee on Public Accounts requested 
us to review progress to date. 


24.2 In general, long-standing problems in federal emergency planning are not being addressed 
within a reasonable time frame. For example: 


@ Five years after we raised the issue, the general part (Part I) of the National Earthquake Support 
Plan (NESP), which provides a framework for further planning, is nearing completion. 
However, Part II of the NESP — departmental emergency support function plans — is still being 
worked on. 


@ The Department of the Environment informed Cabinet in June 1991 that although a few of the 
recommendations of the 1986 Bhopal Aftermath Report have been implemented — for 
example, the establishment of the Major Industrial Accidents Council of Canada (MIACC) — 
there has been no follow-up action on most of the other important recommendations. 


@ <A 1986 review of the Chernobyl] experience recommended major improvements to the federal 
government’s nuclear emergency response plan. Most of these have not been implemented or 
are in the early stages of development. Revision of the plan should be a priority. 


@ Mandates for departmental lead roles in emergency planning still need clarification and 
interdepartmental co—ordination still needs improvement. 


24.3 We are concerned that the delays in developing co-ordinated plans for major emergencies 
will reduce the speed of the emergency response, which is a critical factor in saving lives and 
protecting property. 


24.4 In our opinion, the delays are the result of several factors, including interdepartmental 
jurisdictional disputes, allocation of resources to other priorities, the complexity of co—ordinating 
plans with the provinces, and a lack of a sense of urgency, perhaps due to the absence of a recent 
major disaster in Canada. 


24.5 The information provided to Parliament on the status of emergency preparedness on a 
government-wide basis is inadequate. The government’s budget proposals calling for the ending of 
the requirement for annual departmental reports could almost eliminate disclosure of this 
information to Parliament unless an alternative method is used. 
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Introduction 


24.6 Our 1987 Report presented 
the results of our audit of federal 
peacetime emergency planning. We 
reported: an absence of legislative 
authority and organizational structures 
for federal peacetime emergency plan- 
ning; a lack of clear milestones, which 
made it difficult to assess the extent to 
which departments had implemented 
arrangements to establish the National 
Emergencies Agencies required by the 
1981 Emergency Planning Order; and 
an absence of planning for certain 
potential national disasters. 


24.7 The Emergencies Act and the 
Emergency Preparedness Act were 
passed by Parliament in 1988, and the 
War Measures Act and the Emergency 
Planning Order were revoked. The 
Emergency Preparedness Act assigns 
specific responsibilities to Emergency 
Preparedness Canada (EPC), which 
was established as a department in 
1988 to develop and co-ordinate civil 
emergency planning. The Act requires 
an annual report to Parliament on the 
status of emergency planning. It also 
requires ministers to identify the civil 
emergency contingencies that are 
within or related to their areas of 
accountability, to develop civil emer- 
gency plans and to conduct training and 
exercises. The Emergency Prepared- 
ness Act also introduced the concept of 
national emergency arrangements that 
made planning for a war crisis a subset 
of wider emergency planning activ- 
ities. 


24.8 The Emergencies Act gives 
the government exceptional powers to 
deal with public welfare, public order, 
war and other international emer- 
gencies. The use of these powers is 
reserved for situations that seriously 
endanger Canadians or threaten the 
ability of the government to survive. 
The Act stipulates that such a situation 
must be beyond the authority of the 
provinces and one that cannot be effec- 
tively dealt with under any other law. It 
also requires consultation with the 
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provinces as to whether a national 
emergency exists. 


24.9 Our 1989 Report presented 
the results of the follow-up of the 1987 
audit on emergency preparedness. It 
reported that EPC had improved de- 
partmental co—ordination in planning. 
Examples included the Federal Work- 
ing Group on National Earthquake 
Preparedness and the development of a 
draft national earthquake plan. How- 
ever, the audit noted that goals and 
deadlines for national emergency plan- 
ning were not adequately stipulated, 
and recommended that EPC should 
provide specific advice to departments 
about roles and responsibilities, re- 
source allocations, and shortcomings. 


The Standing 
Committee on Public 
Accounts 


24.10 The Standing Committee on 
Public Accounts (PAC) reviewed our 
report on 30 January and 1 February 
1990. Its Fifth Report to the House of 
Commons for the fiscal year ended 
31 March 1989 made several recom- 
mendations for improving federal 
emergency planning. The PAC also 
requested that the Auditor General 
assess the government’s response to the 
Committee’s recommendations. 


24.11 The Public Accounts Com- 
mittee’s report contained recommen- 
dations for action by EPC with a 
response required by 31 March 1991. 
The recommendations include the fol- 
lowing: 


e EPC should adopt a formal plan, 
with milestones for assessing prog- 
ress, to designate lead agencies for 
specific national emergencies 
through the adoption of orders and 
regulations under the Emergency 
Preparedness Act. 


e EPC should improve guidance to 
departments by identifying their 
roles and required levels of 


The 1988 Emergency 
Preparedness Act 
requires ministers to 
identify and plan for civil 
emergencies related to 
their areas of 
responsibility. 


Our 1989 Report noted 
that goals and deadlines 
for national emergency 
planning were not 
adequately stipulated. 
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A 1990 report of the 
Public Accounts 
Committee recommended 
that goals and deadlines 
be established for the 
completion and testing of 
emergency plans. 
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response for specific national 
emergencies. 


e EPC should complete a National 
Earthquake Plan in conjunction 
with the provincial authorities as 
soon as possible. 


e EPC should work with the depart- 
ments involved in national emer- 
gency arrangements to ensure that 
goals and deadlines are established 
for the completion and testing of all 
emergency plans. 


e The government should ensure that 
the departments responsible for 
national emergency arrangements 
provide EPC with achievable dates 
for the completion of their emer- 
gency plans and adhere to the 
milestones set for the completion 
and testing of these plans. 


24.12 Since the PAC’s report, the 
government has proposed changes in 
the organization and approach to 
emergency preparedness. In its Febru- 
ary 1992 Budget, the government an- 
nounced its intention to again make 
EPC part of the Department of National 
Defence (DND). At the time of writing, 
the final organizational details had not 
yet been settled. The Budget proposal 
may eliminate the requirement for 
annual departmental reports to Parlia- 
ment; as a consequence, the section of 
the Emergency Preparedness Act 
requiring such a report may be 
repealed. 


In Canada, the municipal, 
provincial and federal 
governments share responsibility 
for emergency planning 


24.13 The first responsibility for 
responding to an emergency rests with 
the municipality. If the emergency 
extends beyond the capacity of munici- 
palities, responsibility passes to pro- 
vincial governments; and if the 
problem is beyond their capacity, prov- 
inces can request federal involvement. 


24.14 It is important to take this 
division of responsibility into account 


because it places limits on the extent of 
detailed emergency planning that can 
be done at the federal level. It also 
requires the co-operation of all levels 
of government to ensure that emer- 
gency plans, policies and procedures 
are complementary. 


Audit Objectives and 
Scope 


24.15 We reviewed emergency 
planning in the federal government for 
major peacetime emergencies that 
could involve requests from provincial 
governments for significant assist- 
ance, aS well as the government’s 
response to the recommendations of 
the Public Accounts Committee. We 
examined emergency preparedness 
and applicable measures to prevent or 
reduce loss from earthquakes, nuclear 
accidents, and marine and non—marine 
chemical and oil spills. We reviewed 
the work of Emergency Preparedness 
Canada, the Department of Transport, 
particularly the Canadian Coast Guard, 
and the departments of the Environ- 
ment, Employment and Immigration, 
Communications, National Defence, 
Health and Welfare, Energy, Mines and 
Resources, and Industry, Science and 
Technology. We reviewed information 
from the Atomic Energy Control 
Board; however, we did not conduct an 
operational review of its regulatory 
activities. We also reviewed emer- 
gency planning for public order and 
wartime crises insofar as the activities 
in these areas relate to peacetime 
capabilities. 


24.16 We did not review imple- 
mentation of the Transportation of 
Dangerous Goods Act by the Depart- 
ment of Transport, emergency plan- 
ning for epidemics, or emergency 
planning for floods, tornados and forest 
fires. Nor did we review the role and 
capability of voluntary agencies such 
as the Canadian Red Cross. An addi- 
tional caveat should be made. In 
certain instances in the report we refer 
to statements made by departments. 


These statements represent the views 
of the departments on the issues we 
have raised. They are included in the 
report to provide a context for our 
findings and an indication of the ac- 
tions planned by departments. 


General Assessment 


Room for significant improvement 


24.17 We found that, in general, 
long-standing problems in federal 
emergency planning were not being 
addressed within a reasonable time 
frame. We are concerned that the 
delays in developing co-ordinated 
plans and supporting arrangements for 
major emergencies will reduce the 
ability of the government to effectively 
respond to major disasters. For 
example: 


e Five years after we raised the issue, 
the general part (Part I) of the 
National Earthquake Support Plan 
(NESP), which provides a frame- 
work for further planning, is near- 
ing completion. However, Part II of 
the NESP — departmental emer- 
gency support function plans — is 
still being worked on. 


e The Department of the Environ- 
ment informed Cabinet in June 
1991 that although a few of the 
recommendations of the 1986 Bho- 
pal Aftermath Report have been 
implemented — for example, the 
establishment of the Major Indus- 
trial Accidents Council of Canada 
(MIACC) — there has been no 
follow-up action on most of the 
other important recommendations. 


e A 1986 review of the Chernobyl 
experience recommended major 
improvements to the federal gov- 
ernment’s nuclear emergency re- 
sponse plan. Most of these have not 
been implemented or are in the 
early stages of development. Re- 
vision of the plan should be a 
priority. 
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e Mandates for departmental lead 
roles in emergency planning still 
need clarification and inter-depart- 
mental co-ordination still needs 
improvement. 


24.18 These delays may reduce the 
speed of the emergency response, 
which is a critical factor in saving lives 
and protecting property. Roles, re- 
sponsibilities and procedures must be 
agreed upon in advance. The need for 
action was underlined by a recent 
national emergency exercise indicat- 
ing that significant problems exist in 
federal preparedness for major emer- 
gencies. Our report discusses the 
results of an evaluation of the exercise 
and the steps taken to respond to some 
of the key problems identified. 


24.19 In our opinion, the delays are 
the result of several factors, including 
inter—departmental jurisdictional dis- 
putes, allocation of resources to other 
priorities, the complexity of co—ordi- 
nating plans with the provinces, and a 
lack of a sense of urgency, perhaps due 
to the absence of a recent major disaster 
in Canada. Our detailed findings and 
conclusions follow. 


Departmental 
Responsibilities 


Departmental lead role mandates 
need to be clarified 


24.20 The PAC expressed its con- 
cern that departmental responsibilities 
be clear and that “emergency planning 
clearly identify who is in charge and 
jurisdictional conflicts between feder- 
al agencies be avoided. It is essential 
that response to a disaster not be 
delayed by such problems.” 


24.21. In March 1991, EPC told the 
Committee “that the more important 
consideration is the designation of lead 
ministers for emergency planning with 
respect to functional areas relating to 
the adverse effects of emergencies. 
This is being addressed in the proposed 
Civil Emergency Preparedness 


We found that, in general, 
long-standing problems 
in federal emergency 
planning were not being 
addressed in a 
reasonable time frame. 
These delays may reduce 
the speed of the 
emergency response, 
which is a critical factor in 
saving lives and 
protecting property. 
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Until recently, there has 
been very little progress 
in co-ordinated 
interdepartmental 
emergency planning for 
major oil and chemical 
spills, nuclear accidents 
and earthquakes. 
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Management Order now being drafted, 
which will designate lead ministers for 
functional planning in twelve areas. 
Consultations with departments on the 
latest draft of the order are now in their 
final stages, and it will be submitted to 
Cabinet soon.” 


24.22 The proposed Order focussed 
on re-establishing the departmental 
lead roles and responsibilities identi- 
fied in the 1980 Federal Policy on 
Emergencies and the 1981 Order—in- 
Council. The Order—in—Council was 
revoked in 1987. 


24.23 The process to develop the 
Order was initiated in the fall of 1988. 
EPC believed it was needed because, 
with very few exceptions, the planning 
responsibilities of departments with 
respect to emergencies were not cov- 
ered elsewhere. However, the Privy 
Council Office preferred to use Cabinet 
administrative authority rather than a 
statutory instrument to designate lead 
departments and responsibilities for 
specific sectors of emergency plan- 
ning. The Privy Council Office be- 
lieved that ministerial responsibilities 
are already defined in applicable laws 
and statutory instruments. In addition, 
key departments objected to using the 
1981 roles and responsibilities as the 
basis for the Order. 


24.24 As a result of the disagree- 
ments, the development of the Order 
was cancelled in January 1992 in 
favour of a comprehensive policy 
review. 


Interdepartmental co-ordination 
still needs to be improved 


24.25 There are two main interde- 
partmental committees on emergency 
planning: the Ministers Advisory 
Committee on Emergency Prepared- 
ness (MACEP) and the Interdepart- 
mental Co-ordinating Committee 
(ICC). MACEP is responsible for 
Overall direction, while the ICC fo- 
cusses on co-ordination of more de- 
tailed planning. There are a number of 
sub-committees that focus on specific 


concerns. The committees cover a 
wide range of issues and generally 
convey useful information to partici- 
pants. 


24.26 In late 1989 the Ministers 
Advisory Committee began to estab- 
lish broad priorities for government— 
wide emergency preparedness. It 
established a list of government—wide 
priorities in mid—1991. An EPC survey 
of departments completed in early 
1992 found that somewhat more than 
half of departmental emergency plan- 
ning activities related to the MACEP-— 
approved priorities. EPC has also 
improved its monitoring of depart- 
mental progress in emergency plan- 
ning. 


24.27 However, until recently, there 
has been very little progress in co—ordi- 
nated interdepartmental emergency 
planning for major oil and chemical 
spills, nuclear accidents and earth- 
quakes. For example, departments 
have only recently agreed upon a basic 
management structure to deal with 
earthquake emergencies, and interde- 
partmental emergency planning for 
major oil and chemical spills is in the 
beginning stages. Departments are 
beginning to enter into bilateral and 
multilateral memoranda of under- 
standing that define reciprocal re- 
sponsibilities for specific situations, or 
to establish interdepartmental commit- 
tees to sort out responsibilities. 


24.28 EPC assured the PAC that 
“Jurisdictional problems occur only 
rarely and then in the context of the 
division of responsibilities between 
federal, provincialiand municipal gov- 
ernments.” However, EPC’s evalu- 
ation of CANATEX — a major exercise 
to test preparedness for a national 
emergency involving international 
events — found a probability that there 
are overlaps of authority, responsibility 
and resource requirements across 
national emergency agencies (NEAs), 
between NEAs and their parent depart- 
ments, and between NEAs and the 
central agencies. 


24.29 The report noted that, without 
identification and resolution of over- 
laps in responsibilities, the overlaps 
will create confusion when it is least 
desirable. For example, there could be 
competing demands for the same re- 
sources during a crisis. 


Emergencies Act 


Debates about the usefulness of the 
Emergencies Act 


24.30 An objective of the Emer- 
gencies Act is to provide a sound 
mechanism for declaring a national 
emergency, one that would not be 
regarded as abrogating civil rights, 
parliamentary prerogatives, or author- 
ities of other jurisdictions and would be 
reasonably easy to invoke in the ap- 
propriate circumstances. 


24.31 Some departments have ex- 
pressed concern that the Emergencies 
Act may not be used by the government 
to declare a national emergency be- 
cause of the requirements in the Act for 
provincial consultation and parliamen- 
tary debate and oversight. Without 
such a declaration, they believe they 
will not have the authority to immedi- 
ately and effectively respond in acrisis. 
Some departments are considering 
identifying the additional authorities 
they would need to act in a national 
emergency in the absence of a declar- 
ation or in the face of an escalating 
crisis; they believe that the Emer- 
gencies Act should be revised. The 
Department of Justice has indicated 
that this area warrants further exami- 
nation. 


24.32 The Department of National 
Defence, which now includes EPC, has 
the primary responsibility for deter- 
mining whether the legislation war- 
rants amendment. EPC believes that 
these concerns are unwarranted and 
that departments may needlessly re- 
duce efforts to prepare for major 
emergencies because of their concerns. 
EPC believes that if departments’ con- 
cerns are valid, the concerns could 
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easily be addressed by preparing draft 
special legislation as part of depart- 
mental emergency preparedness ef- 
forts. 


CANATEX and Related 
Issues 


24.33 As indicated above, CANA- 
TEX involved a wide range of depart- 
ments Carrying out assigned tasks. EPC 
says its strategy is to use such exercises 
to test plans and advance federal, 
provincial and private sector planning 
by a specific date. CANATEX was the 
first of these exercises. Although it 
represents an assessment of the current 
state of emergency preparedness for 
national emergencies involving in- 
ternational events, some of its results 
have applicability to peacetime emer- 
gencies. 


24.34 CANATEX was generally re- 
garded by departments as a useful 
exercise. Many departments observed 
that the exercise had improved under- 
standing and heightened the awareness 
of departmental senior management 
concerning the need for senior—level 
involvement. 


24.35 However, departments and 
EPC agree that the usefulness of the 
exercise was reduced because: 


e key departments did not fully par- 
ticipate in the exercise as a result of 
their Gulf Crisis responsibilities; 
and 


e regional and functional capabil- 
ities of departments were not 
tested. 


24.36 In addition, major depart- 
ments felt that the usefulness of CAN- 
ATEX was further limited because it 
focussed on carrying out five major 
activities rather than responding to a 
predetermined scenario of unfolding 
events. However, EPC believes that the 
absence of a pre-determined scenario 
created a more realistic test of depart- 
mental capabilities because of the 
element of unpredictability. 


CANATEX noted that, 
without identification and 
resolution of overlaps in 
responsibilities, the 
overlaps will create 
confusion when it is least 
desirable. 
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24.37 The EPC review of the CAN- 
ATEX exercise was reviewed by de- 
partments, including the Privy Council 
Office (PCO). The PCO indicated in 
March 1991 that it was inappropriate to 
ask ministers to consider recommenda- 
tions resulting from CANATEX in the 
absence of any assessment as to 
whether the exercise’s findings had 
been validated by the issues that arose 
during the Gulf Crisis. Itrecommended 
that the results of CANATEX be recon- 
sidered in light of the Gulf War experi- 
ences, and noted that it was of 
paramount importance that this analy- 
sis be rigorous and all-encompassing. 
We found that such an assessment had 
not been conducted. We reviewed 
departmental reports on _ lessons 
learned from the Gulf Crisis as they 
relate to general emergency prepared- 
ness. With the exception of DND, most 
departments indicated that their capa- 
bility was not tested to any significant 
degree. 


Results of CANATEX indicate the 
need for major improvements 


24.38 EPC conducted a post—exer- 
cise evaluation of CANATEX. The 
results of the evaluation and the steps 
taken to remedy certain problems are 
discussed below. CANATEX identi- 
fied significant problems in the federal 
emergency planning system. In gen- 
eral, departments are in agreement 
with the findings of the evaluation. The 
problems identified included: 


e an absence of an up—to—date and 
complete government emergency 
book informing departments of 
what steps to take in the event of an 
emergency; 


e a lack of departmental emergency 
books informing staff of their re- 
sponsibilities and the steps to take 
in the event of an emergency; 


e a lack of secure telecommunica- 
tions; 


e inadequacies in civil industrial pre- 
paredness; and 


e alack of stated government policy 
on whether to continue to support 
public protection measures ini- 
tiated in the 1950s in response to a 
threat of nuclear attack, including 
the warning system, the public 
shelter program, and radiation 
monitoring, which are generally in 
poor condition. 


Communication management 
needs to be improved 


24.39 The CANATEX exercise also 
indicated a serious problem in identify- 
ing critical communications related to 
an emergency, in establishing priorities 
and in ensuring that high-priority, time 
critical communications were ex- 
pedited through the system. Critical 
CANATEX-related communications 
were often buried in the huge volume of 
normal day-to-day correspondence. 
The resolution of this problem is de- 
pendent on improved training of de- 
partmental personnel who originate, 
transmit and receive messages. 


Concerns about government crisis 
management machinery exist 


24.40 CANATEX also explored 
whether the decentralized and reactive 
peacetime mechanism that has evolved 
in the federal bureaucracy could pro- 
vide for effective crisis management. 
According to the CANATEX evalu- 
ation, there are concerns as to who 
would take charge of the federal appa- 
ratus in a major emergency to activate 
alert systems, co-ordinate policy, es- 
tablish priorities and issue directions. 


24.41 There is a debate within the 
government as to whether the central 
crisis management machinery of gov- 
ernment is adequate. The current 
overall federal structure for crisis man- 
agement is based on the concept of 
flexible response, with ad hoc commit- 
tees of ministers and deputy ministers 
and mirror committees of lower offi- 
cials to be created as required. 


24.42 The Privy Council Office be- 
lieves that this approach works well 
and that the inadequacies identified in 


the exercise reflect the design of, and 
the constraints on, the CANATEX 
exercise. 


Response to CANATEX 


24.43 Steps have been taken to re- 
spond to some of the concerns identi- 
fied by CANATEX. For example, 
departments have acquired secure fac- 
simile and telephone services, and EPC 
has been co-ordinating the develop- 
ment of a Government Emergency 
Book. The Privy Council Office has 
undertaken to draft the crisis manage- 
ment section of the Book. 


24.44 The Department of Industry, 
Science and Technology has formed an 
interdepartmental committee to ad- 
dress the problems of industrial pre- 
paredness, although it indicates that its 
formation was in response to events 
arising from the Gulf Crisis. 


24.45 In response to the issue of 
maintaining a warning system, the 
Department of Communications states 
that the government intends to rely on 
available telecommunication facilities 
to inform the public of emergency 
situations, rather than set up its own 
system. 


24.46 The Government Emergency 
Book is a prerequisite to resolving 
many of the other key concerns. It has 
been under development for about two 
years and EPC says that it will be 
completed in December 1992. How- 
ever, there are significant debates 
among departments as to what the book 
should address. 


Medical Stockpiles 


24.47 The Department of National 
Health and Welfare (NHW) maintains 
a stockpile of medical supplies and 
equipment. About 50 percent of the 
supplies are in seven depots run by the 
Department of National Defence and 
the remainder are at 1,150 sites across 
the country. NHW estimates that the 
replacement value of these supplies is 
about $200 million and spends about 
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$1.4 million each year to manage and 
operate the stockpile. The locations of 
stockpiles are determined by the prov- 
inces, which have the responsibility to 
maintain and inspect them. 


24.48 A 1986 departmental internal 
audit found that the equipment was in 
generally sound condition and that the 
stockpile was still required. A study 
published by EPC in 1988 found that 
the stockpile was still required and that 
it should be expanded. However, a 
subsequent 1989 departmental internal 
audit found significant concerns 
among federal, provincial and non— 
governmental agencies about the con- 
tents, locations and maintenance of the 
stockpiles in 1,150 nationwide sites. 
The 1989 audit also recommended that 
the Department study the effectiveness 
of having stockpiles at the sites. The 
1988 and 1989 assessments differ sig- 
nificantly on the usefulness of the 
stockpiles. Although the differences 
have not been resolved, the Medical 
Services Branch of the Department, in 
response to the 1988 study, and in 
conjunction with the provinces, has 
begun a preventive maintenance and 
refurbishing program, which _ the 
Branch believes will also lead to the 
rationalization of the sites. 


Information to 
Parliament 


The disclosure of information on 
the status of emergency 
preparedness is not adequate 


24.49 As indicated above, the gov- 
ernment’s budget proposals could 
eliminate the requirement for an annual 
report on the status of emergency 
preparedness on a government—wide 
basis. Such information should be 
made available to Parliament, possibly 
by including it in DND’s Part III 
Estimates. 


24.50 At the PAC’s request, our 
Office reviewed information on the 
status of emergency preparedness 
provided to the Committee and 
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We found that the 
information to Parliament 
identified what each 
department is doing, but it 
did not indicate how these 
actions fit into an overall 
departmental or 
government-wide plan to 
reach a capability to 
respond to major 
emergencies. 
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Parliament. We found that the informa- 
tion identified what each department is 
doing, but it did not indicate how these 
actions fit into an overall departmental 
or government-wide plan to reach 
acapability to respond to major 
emergencies. Nor does it provide 
information on the major issues that 
still need to be resolved; for example, 
the problems with the Federal Nuclear 
Response Plan described below. 


Preparedness for Major 
Disasters 


24.51 The preceding sections of this 
chapter have addressed generic issues 
in federal government emergency 
planning. The following sections dis- 
cuss the government’s capability to 
respond to earthquakes, nuclear 
emergencies and oil and chemical 
spills. 


Earthquakes 
Background 


24.52 The Geological Survey of 
Canada (GSC) in the Department of 
Energy, Mines and Resources indicates 
that since the time of European settle- 
ment (about 150 years ago) there have 
been six earthquakes measuring 6 to 7 
on the Richter scale within 150 kilo- 
metres of downtown Vancouver. The 
National Building Code design stan- 
dards for the Vancouver area reflect this 
experience. 


24.53 The GSC also indicates that 
there is a “subduction zone” under 
Vancouver Island. A subduction zone 
is an area where a plate of the earth’s 
crust is moving under another segment 
of the crust. According to the GSC, this 
motion is not continuous but periodic in 
certain circumstances. That is, plates 
may be temporarily locked together by 
friction until enough stress builds up to 
cause a sudden rupture. 


24.54 The GSC indicates that the 
oceanic crust in the subduction zone 
under Vancouver island is similar to 


that in six other locations in the Pacific. 
At five of these locations there have 
been mega-earthquakes in recorded 
history. The latest occurred off the west 
coast of Mexico in 1985 and caused 
severe damage. Another characteristic 
common to these subduction zones is 
the lack of minor earthquakes along the 
interface between the plates. The GSC 
reports that the seismic network on the 
west coast has not detected any seismic 
activity on the interface underlying 
Vancouver Island. Other evidence also 
suggests that the plates are stuck. 


24.55 The subduction zone extends 
from northern California to northern 
Vancouver Island. A recent study off 
the coast of Washington state estimates 
that there is a 2 to 10 percent risk of a 
catastrophic earthquake in the subduc- 
tion zone in the next 50 years. 


24.56 The GSC would like to accel- 
erate studies for the Vancouver Island 
area to determine if there is evidence to 
indicate that such large events could 
occur in the area. It would do this by 
improving the monitoring network to 
determine where and how rapidly 
strain is accumulating in the earth’s 
crust. However, the GSC states it has 
limited funds for these and related 
projects. Based on available informa- 
tion, the GSC is planning to upgrade the 
seismic zoning maps to include the 
effects of the catastrophic earthquake 
in the 1995 revision. 


Losses due to earthquakes 


24.57 A recent study examined the 
economic impact of a major earth- 
quake in the lower mainland of British 
Columbia having a magnitude of 6.5 on 
the Richter scale. The magnitude of the 
earthquake considered in this study is 
significantly below the level of a “cata- 
strophic” earthquake, but is typical of 
what has occurred historically on a 
regular basis in the region. 


24.58 The study estimates that fatal- 
ities may be in the low hundreds, 
serious injuries in the several hundreds 
and economic losses in the several 
billions of dollars. Actual losses 


would, of course, vary depending on 
the strength of the earthquake and when 
and where it occurred. In addition, 
since such studies are subject to 
methodological and resource con- 
straints, the results should be viewed as 
giving only a general idea of the 
magnitude of losses. 


24.59 The study also suggests that 
further detailed economic and vulner- 
ability analyses of such critical struc- 
tures as schools, hospitals, bridges and 
water, sewage and electrical systems 
are needed for governmental and cor- 
porate decision making. The question 
of who will conduct and fund these 
studies has been a long-standing issue 
among the several levels of govern- 
ment. The federal government, at one 
point, considered doing a rough set of 
estimates, but recognized that the re- 
sponsibility belonged to the provinces. 
To date, preparedness planning has 
occurred largely without these esti- 
mates. 


National Earthquake Support 
Plan 


The National Earthquake Support 
Plan is a framework for more 
detailed planning; it is not an 
operational plan 


24.60 In our 1987 Report we stated 
that little work had been done on 
developing an earthquake response 
plan. In January/February 1990 the 
Public Accounts Committee expressed 
its concern that a national plan for 
earthquakes be developed as soon as 
possible. In August 1990, EPC desig- 
nated itself as the lead agency for 
development of the National Earth- 
quake Support Plan (NESP). There 
have been several delays in developing 
the Plan resulting from disagreements 
over the management structure (con- 
cept of operations), the underestima- 
tion of the importance of logistics and 
the complexity of co-ordinating plan- 
ning with the provinces. According to 
EPC, Part I of the Plan, which contains 
general departmental roles and 
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responsibilities, should be approved by 
deputy ministers by the end of summer 
1992. The completion of departmental 
emergency support function plans is 
expected by the spring of 1993. 


24.61 The NESP is intended to be a 
national plan for providing assistance 
to British Columbia. However, it is not 
an operational plan. The National 
Earthquake Support Plan does not state 
what the response capabilities of the 
federal government and other govern- 
ments are, or what level of assistance 
the federal government is supposed to 
give. 


24.62 At the time of writing, the 
NESP had been discussed with govern- 
ment officials of British Columbia and 
Alberta. Other provinces have been 
informed of the plan but their participa- 
tion has not been incorporated into it. 
We are concerned about this approach, 
since the Geological Survey of Canada 
indicates that there is also a significant 
earthquake hazard in Eastern Canada. 
The GSC has pinpointed the Ottawa 
and St. Lawrence valleys, New Bruns- 
wick and the south of Newfoundland as 
areas with significant earthquake 
hazards. 


Urban Search and Rescue 
and Recovery Planning 


24.63 The National Earthquake 
Support Plan does not assign re- 
sponsibility for urban search and 
rescue in the event of a major earth- 
quake and does not include recovery 
planning. Analyses of the assessment 
of earthquake casualty patterns re- 
ferred to by DND in its earthquake 
response plan shows that over 96 per- 
cent of casualties who survive are 
rescued and treated within the first 24 
hours. The Province of British Colum- 
bia’s earthquake response plan assigns 
this responsibility to municipalities. 
The lack of a specialized urban search 
and heavy rescue capability has been 
frequently cited as a contributor to the 
loss of life in several recent earth- 
quakes. 


A study of the impact of a 
major earthquake in the 
lower mainland of British 
Columbia estimates that 
fatalities may be in the 
low hundreds, serious 
injuries in the several 
hundreds and economic 
losses in the several 
billions of dollars. 


The National Earthquake 
Support Plan does not 
state what the response 
capabilities of the federal 
government and other 
governments are, or what 
level of assistance the 
federal government is 
supposed to give. 
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24.64 The NESP is not intended to 
address the issue of recovery after an 
earthquake. A plan for recovery needs 
to be developed. 


Roles of the Departments of 
National Defence, Transport 
and Communications 


24.65 In July 1992, DND agreed to 
assume responsibility for the establish- 
ment and operation of a national logis- 
tics management system that will 
co-ordinate and control the movement 
of required national resources into a 
designated disaster area. The imple- 
mentation plan will provide the 
detailed operational direction to run 
seven staging areas across the country, 
up to five advanced holding zones 
within British Columbia and, if 
needed, up to 10 distribution points 
within the disaster area. The imple- 
mentation plan is based mainly on the 
movement of goods by air, since itis not 
expected that ground transportation 
will be available in the critical response 
period. 


24.66 A1992DND study concluded 
that the Department has adequate re- 
sources to fulfil its current responsibil- 
ities, to expand its operations in case of 
a major earthquake and to accept the 
role of managing logistics operations. 
The conclusion is based on the assump- 
tion that the majority of Canadian 
Forces units would be in their normal 
peacetime locations, available for 
rapid tasking, and that departments and 
agencies involved in the NESP would 
be prepared to operate for an extended 
period, perhaps as long as 30 days, 
24 hours a day, 7 days a week. 


24.67 DND is developing a com- 
plete logistics plan, and it estimates 
that a final draft will be sent to senior 
management for approval by De- 
cember 1992. DND has also developed 
its own immediate earthquake re- 
sponse plan for British Columbia to 
co-ordinate actions of Canadian 
Forces in that province. That plan was 
approved in May 1991. DND would 


respond to requests for other support as 
part of its responsibilities for the provi- 
sion of assistance to the civil 
authorities. 


24.68 Pursuant to NESP, the federal 
government may be requested to pro- 
vide all types of civilian transportation; 
however, it is uncertain whether the 
requested transportation can be pro- 
vided. The NESP gives the Department 
of Transport overall responsibility for 
the provision of arrangements for civil 
transportation resources. Given its 
limited transportation resources and 
limited legislative authority, Transport 
states that it could fulfil this only role if 
the government invoked Part II of the 
Emergencies Act or by special order— 
in—council, which would allow it to 
allocate civilian transport. Transport 
States that it has already drafted the 
appropriate legislation that would lead 
to such an order—in—council. 


24.69 Inthe immediate aftermath 
of a catastrophic earthquake, com- 
munications are vital. Existing com- 
munication networks would probably 
be destroyed in a catastrophic earth- 
quake, and immediate communica- 
tions would be limited largely to 
amateur radio operators. Partial resto- 
ration of the telecommunications net- 
work is expected to take a minimum of 
48 to 72 hours. One alternative being 
considered by the Department of Com- 
munications, as an interim measure, is 
the use of the MSAT satellite after it 
comes on line in 1994. Communica- 
tions believes that this would reduce, to 
some degree, the major disruption in 
service that would undoubtedly occur. 


24.70 Arecentreport issued by EPC 
indicates that, with the exception of 
DND and the Canadian Coast Guard, 
most federal Pacific region depart- 
mental units have inadequate com- 
munications for a catastrophic event. 
In order to address the problem, the 
Department of Communications will 
be conducting a communications study 
to determine telecommunications 
needs. 


CANATEX 2 


24.71 Departments are working 
toward completing their planning 
for the April 1994 CANATEX 2 
earthquake response exercise by the 
spring of 1993. The exercise was 
originally scheduled for early 1993. If 
it goes ahead in its present form, 
CANATEX 2 will involve a test of the 
federal, British Columbia and Alberta 
earthquake response plans. In May 
1992 an exercise was held in British 
Columbia to identify and familiarize a 
federal regional earthquake support 
team with the provincial field response 
centre and the support services re- 
quired. At the time of writing, Cabinet 
had not yet been asked to approve 
CANATEX 2. 


Nuclear Emergencies 
Background 


24.72 The Atomic Energy Control 
Board (AECB), Canada’s nuclear 
regulatory agency, is responsible under 
the Atomic Energy Control Act for 
inspecting and regulating nuclear ma- 
terials throughout their life cycle. Its 
responsibilities include regulating the 
major nuclear reactors, the use of 
radioactive materials in industry and 
institutions and the transportation and 
disposal of nuclear radioactive wastes. 
We reviewed AECB information on 
nuclear safety and the prevention of 
nuclear accidents. 


24.73 In1989, the Treasury Board 
approved major additional funding 
for AECB to remedy problems in the 
regulation of Canada’s nuclear in- 
dustry. These problems are described 
below. The AECB recently informed 
us that, although it has largely com- 
pleted hiring the authorized personnel, 
it would take several years to imple- 
ment important improvements in regu- 
latory enforcement and inspection 
programs. In 1992, the AECB in- 
formed Treasury Board that, on the 
basis of further review, its 1989 assess- 
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ment was still valid; consequently, 
Treasury Board authorized a requested 
further increase in staff. According to 
the AECB, it expects that by the end of 
fiscal year 1993-94, satisfactory prog- 
ress will have been made to correct the 
most serious shortcomings that still 
exist in the regulatory process. 


24.74 With respect to the possibil- 
ity of nuclear accidents at generating 
stations, AECB informed Treasury 
Board that, although it still con- 
cludes that nuclear power plants are 
acceptably safe, this does not mean 
they are risk-free. In support of its 
1989 request for resources, the AECB 
stated, and a subsequent review com- 
missioned by the Minister of Energy, 
Mines and Resources confirmed, that: 


e the years of successful accident- 
free operation that are the hallmark 
of the Canadian nuclear program 
are not, by themselves, proof of 
adequate safety. CANDU plants 
cannot be said to be either more or 
less safe than other types of nuclear 
plants. 


e it is now recognized that, through 
the combination of a series of 
comparatively common failures 
that, on their own, are of little 
consequence, accidents can devel- 
op in myriad ways. 


e AECB’s review of safety has been 
too simplistic. Spot checks of a 
fairly small number of key areas 
were thought to be sufficient. 
These spot checks uncovered 
enough safety problems to demon- 
strate that a more thorough review 
is essential, since the risk posed by 
nuclear power plants may be higher 
than once believed. 


e each year there are a variety of 
significant events with safety im- 
plications at Canadian nuclear 
power plants. There is a significant 
backlog of required maintenance, 
operating documentation is out— 
of—-date, inspections are incom- 
plete and deficiencies in operating 


With respect to the 
possibility of nuclear 
accidents at generating 
stations, the Atomic 
Energy Control Board 
informed Treasury Board 
that, although it still 
concludes that nuclear 
power plants are 


acceptably safe, this does 


not mean they are risk 
free. 
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plants may require design modifi- 
cations. 


Radiotherapeutic or Industrial 
Devices 


24.75 A further group of events to 
be considered involves the loss or 
break-up of radiotherapeutic or in- 
dustrial devices, such as occurred in 
Goiania, Brazil in 1987. In Goiania, 
the radioactive material in an aban- 
doned medical irradiator was dispersed 
by a scrap metal dealer. Available 
information indicates that, of the 250 
people who were exposed, 4 died and 
28 were treated in hospital for radiation 
sickness. Inthe short term, there was an 
immediate adverse impact on local 
agricultural exports. 


24.76 In 1989, the AECB informed 
Treasury Board that there were 3,300 
licensed radioisotope users in Canada 
holding nearly 5,000 licences. It also 
reported that the number of inspections 
with unacceptable findings was 
steadily increasing. For example, the 
percentage of hospital inspections re- 
porting licence violations rose from 7 
to 40 percent between 1984 and 1988. 
In 1987, 33 percent of inspections of all 
radioisotope users revealed unaccept- 
able conditions. Other AECB informa- 
tion indicates that there is virtually no 
prosecution of serious offenders. 


24.77 In 1988 there were over 
600,000 individual shipments of radio- 
active material in Canada, ranging 
from small quantities in standard in- 
dustrial packages to very large and 
highly radioactive quantities in mas- 
Sive steel and lead containers. During 
that year, there were 42 reported inci- 
dents in which packages were lost, 
stolen, damaged or _ improperly 
shipped. AECB indicates that the 
safety of shipments is assured if the 
package is designed and used correctly. 
Practically no inspections have been 
made to ensure that the packages are 
used correctly. On the few occasions 
when inspections have been made, the 
rate of violations discovered indicates 


that there may be many shipments that 
do not meet prescribed safety stan- 
dards. 


Federal Nuclear Emergency 
Response Plan 


The Federal Nuclear Emergency 
Response Plan needs to be 
significantly improved 


24.78 The Department of National 
Health and Welfare (NHW) — the lead 
agency for the Plan — states that an ad 
hoc interdepartmental committee on 
nuclear emergency preparedness has 
been established to address the issues 
identified below. 


24.79 The current Federal Nuclear 
Emergency Response Plan (FNERP) 
states that it covers emergencies that 
may arise off—site from nuclear gener- 
ating stations in Canada and other 
countries, or from nuclear weapons 
testing, nuclear-powered devices, 
non-military nuclear—powered vessels 
and radioactive emissions that affect 
the public. Responsibility for dealing 
with nuclear emergencies is subject to 
the same provincial—federal jurisdic- 
tional roles as other emergencies. The 
Department of National Health and 
Welfare’s role is based on an exchange 
of letters among the Prime Minister, the 
President of the Privy Council, the 
Minister for Emergency Planning, and 
the Minister for Health and Welfare 
during the period 1982 to 1984. 


24.80 Theimpetus for federal action 
was the 1979 nuclear accident at Three 
Mile Island in Pennsylvania. The first 
version of FNERP was issued by NHW 
in 1984. 


Concerns about the Federal 
Nuclear Emergency Response Plan 


24.81 The FNERP was partially 
tested during the Chernobyl accident. 
The experience was reviewed by 
National Health and Welfare in 1986. 
The report, entitled “Review of the 
Federal Government Response to 
the Chernobyl, USSR, Nuclear Ac- 
cident of April 26, 1986”, made 


24 recommendations for improve- 
ments to FNERP. For example, peri- 
odic full—dress rehearsals of the plan 
are needed; the objectives of the plan 
and the means to achieve them should 
be more clearly defined; the plan, with 
provincial concurrence, should clearly 
state who is to take the lead if accidents 
occur in the U.S.A.; the plan should 
include an appendix giving the target 
levels of radiation for various actions. 
Most of the recommendations, includ- 
ing the aforementioned, either have not 
been implemented or are in the begin- 
ning stages of implementation. 


24.82 The Plan does not contain 
standard operating procedures that 
identify tasks, when they should be 
performed, and which specific staff 
positions should perform them. Also, 
NHW has not received departmental 
supporting plans for FNERP. 


24.83 The provinces have primary 
responsibility for health and safety. 
The FNERP is not clearly linked to the 
provincial nuclear emergency plans. It 
should, to the extent possible, indicate 
what support and resources provinces 
would need in the event of a nuclear 
accident and where such resources 
might be obtained. Clear linkages are 
essential to ensure co—ordination in the 
event of an accident. 


24.84 ThePlanhas notbeen tested in 
integrated interdepartmental, provin- 
cial and municipal exercises. How- 
ever, it was partially tested during the 
Chernobyl accident, the 1988 Cosmos 
satellite re-entry incident and an exer- 
cise that focussed on air monitoring. 
National Health and Welfare states that 
the FNERP will be tested as part of its 
participation in an international exer- 
cise in the spring of 1993. 


24.85 The Plan also does not pro- 
vide guidance on the specific levels of 
radiation at which action should be 
initiated to protect against radiation 
exposure from contaminated air, water, 
soil and food. 
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24.86 Federal and provincial au- 
thorities need to agree upon standards 
for such matters as preventing damage 
to the thyroid through the distribution 
of stable iodine, deciding when to 
evacuate and shelter residents for the 
short or long term, and protection 
levels for food and water. The 1986 
review by National Health and Welfare 
found that the entire area of radiation 
measurements and reference levels is 
in a State of “transition and confusion”. 
It recommended that the Bureau of 
Radiation and Medical Devices take 
Steps to establish realistic levels of 
radiation to protect the public. In 
December 1991 the Federal—Provin- 
cial Sub-committee on Radiation Sur- 
veillance agreed to standardize public 
protection levels for food and water. 
NHW states that consideration of draft 
standards for food and water has been 
indefinitely postponed while the Con- 
ference of Deputy Ministers of Health 
considers the future of its federal—pro- 
vincial committee structures. How- 
ever, it has indicated that alternative 
mechanisms will be explored to obtain 
the required consultation. 


24.87 In addition, the FNERP does 
not contain guidelines for dealing with 
the late stages of a nuclear emergency. 
Guidance needs to be developed, in 
consultation with the provinces, on 
responding to such problems as dispos- 
ing of radioactive materials, cleaning 
up contamination of the food chain, 
water supplies and property, and re— 
entry to affected areas. 


24.88 Together, Canada and the 
United States have about a dozen 
nuclear generating stations along the 
border. Responsibility for co—ordina- 
tion with authorities in the United 
States needs to be clarified. A federal 
working group met on 27 May 1992 for 
the first time with its U.S. counterparts 
to establish co-ordinated communica- 
tions. 


24.89 Radioactive devices are used 
nationwide in medical facilities, uni- 
versities and industry. Accidents in- 
volving such devices are the 


Most of the 1986 
recommendations to 
improve the Federal 
Nuclear Emergency 
Response Plan either 
have not been 
implemented or are in the 
beginning stages of 
implementation. 


The Federal Nuclear 
Emergency Response 
Plan has not been tested 
in integrated 
interdepartmental, 
provincial and municipal 
exercises. 
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The Department of the 
Environment informed 
Cabinet in 1991 that a few 
of the recommendations 
of the “Bhopal Aftermath 
Review” have been 
implemented including the 
establishment of the 
Major Industrial Accidents 
Council of Canada. But 
no follow-up actions have 
been taken on most of the 
other important 
recommendations. 
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responsibility of licensees, AECB and 
the provinces. However, emergency 
planning for major accidents involving 
these devices must take into account 
that we would not know where an 
accident could occur and that, in gen- 
eral, there would not be any waiting 
period before action had to be taken. 
The FNERP does not cover accidents 
involving radioactive devices. Pre- 
paredness for such situations requires 
planning based on the capabilities of 
the provinces. In our opinion, areview 
should be undertaken by the federal 
government in consultation with the 
provinces to determine if FNERP 
should be expanded to include such 
accidents. 


Accidents Involving Oil 
and Chemicals 


24.90 Although Canada has legisla- 
tion covering the Transportation of 
Dangerous Goods Act and the Work- 
place Hazardous Material Information 
System, unlike most modern indus- 
trialized countries it does not have a 
national legislative framework for 
chemical accidents. Such a framework 
would provide for requirements on the 
reporting of chemicals used by in- 
dustry, preparation of on-site and off— 
site emergency plans, safety audits and 
reporting of spills. The Department of 
the Environment is assessing the need 
for such a framework. 


24.91 The government’s Green Plan 
recognizes that the possibility of 
chemical accidents is an inherent part 
of industrial society. In recent years, 
there have been a number of serious 
accidents worldwide, resulting in sig- 
nificant loss of life, property damage 
and damage to the environment. At 
home, Canadians have witnessed re- 
cent fires involving toxic chemicals at 
St. Basile-le-Grand, Quebec and tires 
at Hagersville, Ontario. The Depart- 
ment of the Environment estimated 
that it cost over $90 million to deal with 
these accidents. It also estimates that 


there are about 15,000 spills annually 
in Canada. In 1986, the last year for 
which data were analyzed, over 17,000 
Canadians (1 in 1,500) were evacuated 
due to releases of chemicals, during 
several accidents. Most of these spills 
fall under provincial or municipal 
jurisdiction and polluters have the 
primary responsibility to respond. 
However, at least 30 percent or about 
4,500 spills involve direct or indirect 
federal government responsibilities. 


Bhopal 


24.92 On 3 December 1984, a 
chemical accident occurred at Bhopal, 
India, that resulted in the deaths of over 
2,000 people and injuries to tens of 
thousands more, and many additional 
deaths in the succeeding years. After 
this event, the Department of the Envi- 
ronment initiated a Bhopal Aftermath 
Review project. 


24.93 The Department led an in- 
dustry and government steering com- 
mittee to examine the potential for 
Bhopal-type accidents in Canada. The 
March 1986 report, ‘“‘Bhopal After- 
math Review”, contained 21 recom- 
mendations. The recommendations 
were endorsed by the Department of 
the Environment’s Consultative Com- 
mittee in its report entitled “From 
Cradle to Grave: A Management Ap- 
proach to Chemicals”. The Depart- 
ment informed Cabinet in 1991 that a 
few of the recommendations, including 
the establishment of the Major Indus- 
trial Accidents Council of Canada, 
have been implemented, but no fol- 
low-up actions have been taken on 
most of the other important recommen- 
dations. The 1991-92 departmental 
initiatives described below address 
some of the more important recom- 
mendations directed to the federal 
government. 


Major Industrial Accidents 
Council of Canada 
24.94 As indicated, one of the im- 


portant recommendations that has been 
implemented is the establishment of 


the Major Industrial Accidents Council 
of Canada (MIACC). The basis for 
MIACC is the Bhopal Aftermath Re- 
view’s conclusion that the “possibility 
of a major industrial accident does 
exist” in Canada. 


24.95 The Council is viewed by the 
federal government and others as an 
alternative to a strictly government— 
driven regulatory approach. It is sup- 
ported by participation of officials and 
funds from the federal and provincial 
governments and industry; it receives 
an annual contribution of about 
$330,000 from the federal govern- 
ment. 


24.96 Council members include 
federal and provincial agencies and 
various industry associations, for 
example the Canadian Chemical Pro- 
ducers’ Association. However, repre- 
sentation from environmental or other 
public interest groups and certain in- 
dustries, such as mining, smelter and 
pulp and paper, is low. 


24.97 MIACC states that its objec- 
tive is “to be a national focus and leader 
for co—operative action to reduce the 
frequency and severity of major indus- 
trial accidents involving hazardous 
substances”. It defines a major indus- 
trial accident as an unplanned event 
that could occur during manufacturing, 
transportation, storage, use, handling 
or disposal of dangerous substances, 
and that may result in a release in such 
quantities so as to present a serious 
hazard to health, life, the environment 
or property beyond the limits of an 
installation or a transportation right- 
of—way. 


24.98 The Council has undertaken a 
wide range of activities. To date, it has 
focussed on developing standards, 
guidelines, processes and co—ordina- 
tion activities, for example, co—ordi- 
nating information systems containing 
data for handling dangerous substances 
and emergency medical information. 
Through the Canadian Standards As- 
sociation, it has published a national 
standard on “Emergency Planning for 
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Industry”, and it is developing other 
standards and guidelines in such areas 
as buffer zones and emergency re- 
sponse training. It relies on its 
members to require or monitor com- 
pliance with its standards or guidelines. 


24.99 <A 1990 review of MIACC, 
conducted for the sponsoring federal 
government departments, concluded 
that, although it had set up a com- 
prehensive action plan and provided an 
innovative forum, there were concerns 
about whether it would be effective in 
achieving its goals. A current major 
concern is whether industry is suffi- 
ciently committed to the process. 
Another assessment is planned for 
1994, 


Department of the 
Environment 


24.100 In response to the risks out- 
lined above, the Department of the 
Environment will receive, starting in 
fiscal year 1991-92, $25 million overa 
six-year period for its non—marine 
spills programs; and, as discussed 
below, it will also receive $23.8 million 
over a six—year period for marine spills. 


24.101 Given its broad responsibil- 
ities for environmental emergencies, 
the Conservation and Protection Ser- 
vice of the Department recognized that 
it needed a program to deal with a wide 
range of environmental crises. Based 
on its experience with events such as 
the St. Basile chemical release and the 
Hagersville tire fire, it developed a 
“Crisis Management Planning Man- 
ual” and program. The Manual was 
approved in June 1991 by the Con- 
servation and Protection Service man- 
agement and is a good example of 
sound crisis management planning. If 
followed, it should enable the Depart- 
ment to readily move from day—to—day 
emergency operations to a depart- 
mental crisis management status. 


24.102 The Department of the Envi- 
ronment recognizes that it does not yet 
have a complete inventory of hazard- 
ous installations and has not conducted 
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is voluntary, it does not 
always receive immediate 
reports of significant spills 
of hazardous materials, 
especially those on 
industrial sites. 
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reviews of accident prevention 
activities at potentially hazardous in- 
stallations. The Green Plan highlights 
the need for the inventory, and the 
Department plans to work with in- 
dustry and the provinces to create it. 
The Department initiated work on the 
inventory in May 1992, and it expects 
to have it completed by mid—1993. 


24.103 Since reporting to the Depart- 
ment by industry is voluntary, it does 
not always receive immediate reports 
of significant spills of hazardous ma- 
terials, especially those on industrial 
sites. It obtains its information primar- 
ily from regional and provincial net- 
works. It is now considering the need 
for regulations to significantly im- 
prove spill reporting and is working 
with the provinces and Major Industrial 
Accidents Council of Canada to 
strengthen existing arrangements. 


24.104 The Department also recog- 
nizes that it does not have comprehen- 
sive information on _ chemical 
accidents. Its existing database is not 
adequate to provide the necessary in- 
formation. Without comprehensive 
data on chemical accidents and spills, it 
will be difficult to measure the effec- 
tiveness of MIACC projects, the 
Department’s hazardous-spill preven- 
tion/response program and other re- 
lated federal programs. 


24.105 The Canadian Chemical Pro- 
ducers’ Association (CCPA) told us 
that, by 1993, it plans to establish a 
publicly available information system 
requiring member companies to report 
chemical emissions or spills into the 
air, land or water that are an environ- 
mental or health concern. According to 
the CCPA, the system will also require 
reporting of hazardous and non-haz- 
ardous waste disposal, by total ton- 
nage. The CCPA plans to make these 
data part of the recently initiated De- 
partment of the Environment National 
Pollutant Release Inventory. 


24.106 The Department acknowl- 
edges that it has limited information on 
“lessons learned” from _ industrial 


chemical spills or “near misses” that 
have occurred in Canada. The Bhopal 
Aftermath report indicated that obtain- 
ing this information is difficult since 
most of the best information is distrib- 
uted only within the company having 
the accident, because of proprietary 
and liability concerns. The Depart- 
ment states that attempts through the 
Major Industrial Accidents Council of 
Canada at improving industry—govern- 
ment co—operation and breaking down 
barriers within industry have so far 
proven generally unsuccessful. The 
Council working group has decided to 
review major accidents only on an ad 
hoc basis with publicly available in- 
formation. 


24.107 Within the Conservation and 
Protection Service, the Preparedness 
Division of the Environmental Emer- 
gencies Branch is responsible for 
emergency planning, policies and stan- 
dards for both marine and non—marine 
oil and chemical accidents. To help 
identify program building blocks, the 
Division conducted a survey in 1992 to 
identify the needs of its clients. The 
survey findings included the follow- 


ing: 


e There is a need for clear policies, 
including the resolution of continu- 
ing federal—provincial jurisdic- 
tional questions. 


e The Department of the Environ- 
ment’s national procedures for such 
areas as notification and incident 
reports need to be reviewed and 
updated. 


e Specific emergency response stan- 
dards need to be established, for 
example on clean-up. 


e There is aneed to establish realistic 
public expectations about re- 
sponses and environmental dam- 
age; otherwise public and political 
expectations may adversely affect 
response activities. 


e Many interdepartmental, intergov- 
ernmental, and government-in- 
dustry agreements, protocols, and 


plans exist, but most of these are 
out-of-date or forgotten; updating 
these agreements could be a major 
task. 


e While the Department of the Envi- 
ronment has many response plans, 
the existing exercise program for 
these plans is inadequate. 


24.108 In 1992-93 the Department 
plans to initiate projects to address 
these matters as well as those discussed 
earlier in the chapter. 


Canadian Coast Guard 


24.109 The Canada Shipping Act 
gives the Department of Transport the 
authority to remedy, minimize or pre- 
vent pollution damage originating 
from a ship. 


24.110 The Canadian Coast Guard 
estimates that there are 3,500 spills 
annually in Canadian waters from all 
sources of oil and other hazardous 
substances. Two oil spills in rapid 
succession served to focus attention on 
the government’s ability to deal with 
oil spills. On 23 December 1988, a 
tugboat collided with the tanker barge it 
was towing off Grays Harbour, 
Washington. Approximately 800 
tonnes of “bunker C” heavy oil es- 
caped. Early in January 1989, oil began 
washing ashore on Vancouver Island. 


24.111 The tanker Exxon Valdez 
went aground in Prince William Sound, 
Alaska on 24 March 1989, spilling 
40,000 tonnes of crude oil. Both events 
resulted in public concern about the 
ability of the government to respond to 
and manage such situations. 


24.112 In spring of 1989, the federal 
government responded by initiating an 
internal review of the existing statutory 
and international regimes, and policies 
and systems to facilitate safe move- 
ment of tankers. The review also cov- 
ered contingency planning and policies 
and capability for responding to spills 
from ships. 
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Public Review Panel on Tanker 
Safety and Marine Spills Response 
Capability 


24.113 In June 1989, to allow for 
consultation with the general public 
and special interest groups, the govern- 
ment established a Public Review 
Panel on Tanker Safety and Marine 
Spills Response Capability (the Bran- 
der-Smith Panel). The Panel’s report, 
dated September 1990, was highly 
critical of the current state of prepared- 
ness. Among its major findings were 
the following: 


e Thecapability to respond effective- 
ly to a marine spill of any signifi- 
cant magnitude does not presently 
exist anywhere in Canada. 


e Each year, based on current levels 
of tanker traffic, Canada can expect 
over 100 small spills (less than a 
tonne), about 10 moderate spills 
(about 100 tonnes), and at least one 
major spill (100 to 10,000 tonnes). 
A catastrophic spill (greater than 
10,000 tonnes), for which we are 
totally unprepared, can be expected 
once every 15 years. 


e About 70 percent of oil entering the 
marine environment is from routine 
incidents of negligence or inten- 
tional operational discharges. 


e A major research and development 
effort is urgently needed to develop 
more effective spill clean—up 
equipment and technology, be- 
cause what is now available is 
essentially primitive and largely 
ineffectual. 


e Over 340 chemical spills occur in 
marine waters every year. The 
environmental and health hazards 
they pose are largely unknown and, 
in very rare circumstances where 
clean-up is possible, it costs on 
average 10 times as much, and takes 
5 times as long, as oil spills. 


e Canada is a signatory to an interna- 
tional agreement requiring inspec- 
tion of 25 percent of all foreign 
vessels entering its ports. (Current 


Based on current levels of 
tanker traffic, each year 
Canada can expect at 
least one major spill. A 
catastrophic spill can be 
expected once every 15 
years. 
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A 1990 Public Review 
Panel concluded that the 
capability to respond 
effectively to a marine 
spill of any significant 
magnitude does not 
presently exist anywhere 
in Canada. 
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data from the Coast Guard indicate 
that 16 percent of foreign vessels 
were inspected in 1991, compared 
to 11 percent in 1989.) 


e The Coast Guard’s investigative 
and prosecution efforts are serious- 
ly inadequate and do little to deter 
polluters. 


e The chances of polluters being 
caught are small, and of being 
caught and prosecuted even 
smaller. 


e Although contingency plans exist, 
they are, for the most part, poorly 
designed, unco—ordinated and un- 
tested. 


24.114 Government estimates in 
1991 indicated that about $550 million 
— $408 million from the federal gov- 
ernment and the remainder from the 
private sector — are required to imple- 
ment all of the Brander—Smith Panel 
priority initiatives over a six—year 
period. 


24.115 In October 1991, the Treasury 
Board approved an _ increase of 
$100 million over a six-year period 
for the Coast Guard, the Department of 
the Environment, and the Department 
of Fisheries and Oceans to implement 
astrategy that responded to key 
recommendations of the Panel. Of the 
$100 million, $3.9 million was allo- 
cated for policy development, $36 mil- 
lion for prevention, and $60 million 
for preparedness activities. |About 
$63.5 million, $23.8 million and 
$12.7 million were given to Coast 
Guard, Environment and Fisheries and 
Oceans, respectively. Most of the 
initiatives are in the beginning stages or 
have not yet been started. 


24.116 Cabinet directed that a de- 
tailed response to the Panel’s recom- 


mendations be prepared by the end of 
1991. As of mid-August 1992, the 
response had not yet been sent to 
Cabinet. 


Department of the Environment’s 
response: Environment Canada rec- 
ognized that to effectively deliver on 
its interdepartmental emergencies re- 
sponsibilities, it needed to carefully 
co-ordinate its internal sector emer- 
gencies programs to provide a single 
departmental focus. Hence, effective 
April 1990, the responsibility for the 
co-ordination of departmental emer- 
gency and crisis preparedness was 
given to the Assistant Deputy Minister, 
Conservation and Protection. Since 
this action was taken, we are pleased 
to note we are now better co-ordinated 
internally and are discharging our 
interdepartmental responsibilities in a 
timely manner and that disputes are 
minimal. 


Environment Canada agrees with the 
need for the framework, as prepared 
by EPC, for a National Earthquake 
Support Plan. In addition to partici- 
pating in the development of the NESP, 
Environment Canada has developed a 
Departmental Earthquake Support 
Plan for British Columbia, which 
primarily focusses on providing B.C. 
with support for an earthquake inci- 
dent. This document is expected to be 
promulgated within the coming weeks. 


The creation of MIACC is a significant 
development in co-operative efforts 
among stakeholders and signals a new 
way of working together, which is 
resulting in practical, effective and 
cost-efficient products. The partner- 
ship approach, from the perspective of 
Environment Canada, is the best 
means of preventing accidents and 
building preparedness in an area of 
fragmented jurisdiction. 
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Introduction 


25.1 The preceding chapters of this 
Report describe the results of audit 
work and studies completed by the 
Office during the past year. 


25.2 The purpose of this chapter is 
to provide some background on a few 
key features of the audit process, in- 
cluding what the Office considers when 
deciding what programs or activities 
will be audited. Information on the cost 
of audit work in Crown corporations is 
also included in paragraph 25.21 and 
Exhibit 25.2. 


25.3 A description of the organiz- 
ation structure and other activities of 
the Office will be shown in its Part II 
of the Estimates for 1993-94. This 
Part III will be tabled in February 
1993. Asummary organization chart is 
contained in Exhibit 25.1. 


Selecting an Area for 
Audit 


25.4 — A long-range audit plan is 
prepared for all departments, multi- 
departmental programs, and a number 
of functions that are common across 
government, such as internal audit and 
program evaluation. This plan nor- 
mally covers a five-year period and 
identifies the proposed approach to 
completing the annual financial attest, 
compliance with authority, and value— 
for—money audit work required for a 
comprehensive audit of the entity. 


25.5 The plan lays out a proposed 
cycle for audit work for each entity. 
These proposed cycles vary according 
to the nature of the entity, its level of 
expenditure and importance in govern- 
ment operations, and the resources 
available to carry out the audit. One 
department, for example, because of its 
size, may be on a 15-year cycle, while 
another can becoveredin5to9 years. A 
larger department may have more 
sophisticated control mechanisms, 
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such as internal audit. Where these are 
functioning effectively, the need for the 
Office to audit various operations of the 
department on a more frequent cycle is 
reduced. 


25.6 The Office’s approach does 
not call for all operations of an entity to 
be audited within a particular audit 
cycle. The principles of audit worthi- 
ness and auditability are fundamental 
in deciding what to audit. 


25.7 In assessing whether some- 
thing is worth auditing, the Office looks 
at the significance of an entity or 
activity, including the social, eco- 
nomic, environmental, safety or equity 
impacts involved. Chapter 21 (Nation- 
al Revenue-Taxation: Resolving Dis- 
putes on Income Tax Assessments) 
deals with an area that is relatively 
small in terms of departmental ex- 
penditures, but is high in importance 
because it involves fair treatment of the 
taxpayer. 


25.8 The risk factor is another 
important consideration in assessing 
audit worthiness. Some programs 
involve a high level of discretion in 
decisions on the eligibility of recipients 
and the amount of benefits received. 
The risk associated with this type of 
program tends to be higher. Payroll-—re- 
lated activities are basically routine 
and traditionally considered to be low— 
risk. However, the cash—out program 
described in Chapter 7 (Payments to 
Employees Under the Work Force 
Adjustment Policy) is an example of a 
payroll—related activity that is relative- 
ly high-risk from an audit perspective. 


25.9 A further point when judging 
audit worthiness is sensitivity to the 
general political and managerial cli- 
mate. Is the area under consideration 
the subject of current public debate? If 
it is, then the Office would determine 
whether an audit at the time could 
produce additional independent in- 
formation to Parliament that would be 
of use to the debate. If not, the audit 
would probably be delayed. The Office 
must at all times remain — and be seen 
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Exhibit 25.1 


Organization of the Office of the Auditor General 
October 1992 


AUDITOR GENERAL 


L. D. Desautels 


Independent Advisory 


Committee 


Executive Office 


Legal Services 
Parliamentary Liaison 
Public Affairs 


International Liaison 
Assistant Auditor General 
Y. Gaudette 


AUDIT OPERATIONS BRANCH 


Deputy Auditors General 
R.M. Dubois D.L. Meyers 


Assistant Auditors General 


W. E. Dickson B.P. Miller 

R.B. Fadden S. Minto 

R.R. Lalonde Wm.F. Radburn 
M. J. McLaughlin D. W. T. Rattray 


D.H. Roth 

R.C. Thompson 
P.D.M. Ward 
D.M. Young 


AUDIT GROUPS 
Defence, Solicitor General, EMR, Capital Projects, DPW, TQM 


Employment, Culture, Human Resource Management, Science & 
Technology 
Agriculture, Fisheries, Foreign Affairs, Effectiveness, Special Studies, 
Consumer and Corporate A ffairs/Forestry 


Indian Affairs, Environment, Health and Welfare, ISTC 
Justice, Special Audits 
Central Agencies, International Atomic Energy Agency 


Transport, Taxation, Customs and Excise, Efficiency, 
Tax Studies 


Internal Audit, Financial Management and Control, 
Information Technology, Computer Audit 


DSS, Public Accounts, Information for Parliament 
Crown Corporations, OAG EDP Security 
Planning & Reporting 


REGIONAL OFFICES 
Halifax, Montreal 


Winnipeg, Edmonton, Vancouver 
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Panel of Senior Advisors 


Professional Practices 
Assistant Auditor General 
B.P. Miller 


Program Evaluation and 
Internal Audit 
Assistant Auditor General 
E.F. McNamara 


PROFESSIONAL AND 
ADMINISTRATIVE SERVICES 
BRANCH 


Deputy Auditor General 
R. M. Warme 


PROFESSIONAL SERVICES 


Assistant Auditor General 
Y. Gaudette 


Professional Development 


ADMINISTRATIVE SERVICES 
Finance and EDP Services 
Word Processing, Graphics and Audio Visual 
Records, Facilities and Materiel 
Personnel 
Contracting 
Official Languages 
Library 


SAAR RS ETS NPSL TCT LE ES EI 
Background on the Audit Process 


to remain — independent and objec- _ presentation of the report. In short, 
tive. these committees guide, review and 
challenge the work of audit teams over 
the life of an audit. 


25.15 For this year’s Report, the 
Office used 56 outside advisors, in- 
cluding: 


25.10 The second fundamental 
principle the Office must assess is 
auditability, or whether a particular 
audit is possible. This involves con- 
sideration of such questions as: 


e Does the proposed area fall within 
the Office’s audit mandate? 


3 Exhibit 25.2 
e Can the Office obtain sufficient 
evidence to reach an objective 


ee gen tn A Costs of Preparing Annual Audit Reports for Fiscal 
conclusion on the audit area? 


Years Ending on or before 31 March 1992 


e Can the Office assemble the expert- gras ake 

5 ji Crown Corporation Ended Incurred 
ise needed to carry out the audit 
successfully? Atlantic Pilotage Authority 31.12.91 $ 51,470 
Atomic Energy of Canada Limited 31.03.92 366,700 
~ Canada Deposit Insurance Corporation 31.12.91 254,910 
e Does the Office have the resources Canada Development Investment Corporation (Joint Auditor) SP12.91 30,810 
needed to conduct the audit in Canada Harbour Place Corporation 31.03.92 24,430 
accordance with generally ac- Canada Lands Company Limited 31.03.92 3,790 
aa, Canada Lands Company (Mirabel) Limited 31.03.92 10,290 
cepted auditing standards? Canada Lands Company (Vieux-Port de Québec) Inc. 31.03.92 8,660 
Canada Mortgage and Housing Corporation (Joint Auditor) Sila ae) 258,910 
25.11 A pr oposed audit area must Canada Museums Construction Corporation Inc. 31.03.92 44,010 
meet the tests of bein g both audit— Canada Post Corporation (Joint Auditor) 31.03.92 414,800 
; Canadian Commercial Corporation 31.03.92 69,120 
worthy and auditable to be selected for Canadian Dairy Conimision 31.0791 151.790 
audit. - Canadian Livestock Feed Board 31.03.92 28,200 
Canadian Museum of Civilization 31.03.91 141,140 
Canadian Museum of Civilization 31.03.92 111,670 
8 8 . Canadian Museum of Nature 31.03.91 69,920 
Ensuri ng Audit Quality Canadian Museum of Nature 31.03.92 66,610 
’ Canadian National (West Indies) Steamships Limited 3112-91 5,930 
Canadian Patents and Development Limited 31.03.92 76,750 
25.12 Once an area has been se- Canadian Saltfish Corporation 31.03.92 113,680 
lected for audit, the Office establishes Cape Breton Development Corporation 31.03.92 211.960 
an advisory committee to provide ad- Defence Construction (1951) Limited 31.03.92 48,360 
; ; Enterprise Cape Breton Corporation 31.03.92 118,470 
vice throughout the course of the audit. Export Development Corporation SMA 397,390 
These committees usually have advi- Farm Credit Corporation 31.03.92 282,280 
sors from outside the Office and the Federal Business Development Bank (Joint Auditor) 31.03.92 228,270 
: : oa. ae Freshwater Fish Marketing Corporation 30.04.91 109,250 
Public Service, as well as from inside Great Lakes Pilotage Authority, Ltd. 31.12.91 37,570 
the Office. Harbourfront Corporation (Joint Auditor) 31.03.92 27,140 
International Centre for Ocean Development 31.03.92 76,510 
25.13 External advisors have in- Laurentian Pilotage ieee ae oan 
3 Marine Atlantic Inc. (Joint Auditor et2: ; 
cluded former Members of Parliament National Capital Commission 31.03.92 282,320 
and deputy ministers, business execu- National Gallery of Canada 31.03.91 149,890 
tives, academics, representatives of National Gallery of Canada aan dee 
client groups, and recognized subject _ Som ev of Sens ansehen nese 
matter experts. : Old Port of Montreal Corporation Inc. 31.03.92 109,080 
31.12.91 42,480 
i 31.12.91 213,100 
25.14 . ue pnEDORe oF ieee avg The St. Lawrence Seaway Authority 31.03.92 78,970 
committees 1s to provide advice an = Seaway International Bridge Corporation Ltd. 31.12.91 26,760 
guidance on matters such as audit . The Jacques Cartier and Champlain Bridges Incorporated 31.03.92 89,340 
scope, criteria, methodology, the rea- _ Standards Council of Canada ee pire 
: a © Teleglobe Canada 12, , 

sonableness of observations and rec = VIA Rail Canada Inc. Sioa 453.340 


ommendations, and the _ overall 
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11 university professors 
8 former deputy ministers and 
assistant deputy ministers in 
federal and provincial 
governments 
7 former senior military officers 
in the regular forces and 
senior officers in the reserves 
6 management consultants 
5 current and former senior 
business executives 


3 senior officials from an audit 
office outside Canada 
engineers 

lawyers 

accountants 

economists 

former federal Cabinet 
minister 

former member of Parliament 
psychologist 

research scientist 

chief of police 

current assistant deputy 
minister in the federal 
government 
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25.16 Observations, conclusions 
and recommendations are presented to 
entity management before an audit 
chapter is finalized. This permits the 
Office to obtain confirmation of audit 
facts and management reaction to the 
chapter. Management responses are 
included in the final draft. This process 
serves to highlight any areas of agree- 
ment or disagreement on any con- 
clusions or recommendations 
emerging from an audit. It also permits 
the Public Accounts Committee to 
focus on the issues raised in a chapter. 


25.17 ‘This process is applied to all 
audits and reports to create an end 
product of the highest quality possible, 
in terms of both the way an audit is 
conducted and how it is reported. 


Costs of Crown 
Corporation Audits 


25.18 Section 147 of the Financial 
Administration Act (FAA) requires 
that the Office disclose the costs of 
preparing any audit report on a Crown 
corporation (see Exhibit 25.2). An 
audit report includes an opinion on a 
corporation’s financial statements and 
on its compliance with specified au- 
thorities. It may also include reporting 
on any other matter deemed signifi- 
cant. 


25.19 Section 138 of the FAA re- 
quires that at least once every five 
years, each parent Crown corporation 
named in Schedule IJ of the Act 
undergo a special examination. This is 
distinct from the requirement for the 
annual audit of financial statements. 


25.20 The objective of a special 
examination is to determine whether a 
corporation’s financial and manage- 
ment control and information systems 
and its management practices provide 
reasonable assurance that: 


e assets have been safeguarded and — 


controlled; 


e financial, human and physical re- 
sources have been managed eco- 
nomically and efficiently; and 


@ operations have been carried out 
effectively. 


25.21 In 1991-92 the Office com- 
pleted the special examination of one 
Crown corporation, the Farm Credit 
Corporation, at a cost of $1,368,000. 
This includes an amount of $357,000 
for costs incurred for preliminary 
examination work prior to a decision by 
the Corporation to delay the special 
examination. 
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Auditor General Act 


Short title 


Definitions 
Auditor General 


Crown 
corporation 


Department 


Registrar 


Appointment and 
tenure of office 


Idem 


Re—appointment 


Vacancy 


Salary 


Pension benefits 


R.S., c. A-17 


An Act respecting the office of the Auditor 
General of Canada and matters related 
or incidental thereto 


SHORT TITLE 
lp This Act may be cited as the Auditor General Act. 1976-77, c. 34, s.1. 
INTERPRETATION 
2: In this Act, 
“Auditor General” means the Auditor General of Canada appointed pursuant to subsection 3(1); 


“Crown corporation” has the meaning assigned by section 83 of the Financial Administration 
Act; 


“department” has the meaning assigned to that term by section 2 of the Financial Administration 
Act; 


“registrar” means the Bank of Canada and a registrar appointed under Part IV of the Financial 
Administration Act. 1976-77, c. 34, s.2, 1984, c. 31, 8.14. 


AUDITOR GENERAL OF CANADA 


a (1) The Governor in Council shall, by commission under the Great Seal, 
appoint a qualified auditor to be the officer called the Auditor General of Canada to hold office 
during good behaviour for a term of ten years, but the Auditor General may be removed by the 
Governor in Council on address of the Senate and House of Commons. 


(2) Notwithstanding subsection (1), the Auditor General ceases to hold office on 
attaining the age of sixty-five years. 


(3) Once having served as the Auditor General, a person is not eligible for 
re-appointment to that office. 


(4) In the event of the absence or incapacity of the Auditor General or if the office 
of Auditor General is vacant, the Governor in Council may appoint a person temporarily to 
perform the duties of Auditor General. 1976-77, c. 34, s.3. 


4. (1) The Auditor General shall be paid a salary equal to the salary of a 
puisne judge of the Supreme Court of Canada. 


(2) The provisions of the Public Service Superannuation Act, other than those 
relating to tenure of office, apply to the Auditor General except that a person appointed as Auditor 
General from outside the Public Service may, by notice in writing given to the President of the 
Treasury Board not more than sixty days after the date of his appointment as Auditor General, 
elect to participate in the pension plan provided for in the Diplomatic Service (Special) 


A-1 


Examination 


Idem 


Report to House 
of Commons 


Idem 


Submission of 
report to Speaker 
and tabling in the 
House of 
Commons 


Auditor General Act 


Superannuation Act in which case the provisions of that Act, other than those relating to tenure of 
office, apply to him and the provisions of the Public Service Superannuation Act do not apply to 
him. 1976-77, c. 34, s.4; 1980-81-82-83, c. 50 s.23, c. 55, s.1. 


DUTIES 


Be The Auditor General is the auditor of the accounts of Canada, including those 
relating to the Consolidated Revenue Fund and as such shall make such examinations and inquiries 
as he considers necessary to enable him to report as required by this Act. 1976-77, c. 34, s.5. 


6. The Auditor General shall examine the several financial statements required by 
section 64 of the Financial Administration Act to be included in the Public Accounts, and any 
other statement that the President of the Treasury Board or the Minister of Finance may present for 
audit and shall express his opinion as to whether they present fairly information in accordance with 
stated accounting policies of the federal government and on a basis consistent with that of the 
preceding year together with any reservations he may have. 1976-77, c. 34, s. 6; 1980-81—-82-83, 
Cal IO Se20% 


8 (1) The Auditor General shall report annually to the House of Commons 
(a) on the work of his office; and, 
(b) on whether, in carrying on the work of his office, he received all the information and 


explanations he required. 


(2) Each report of the Auditor General under subsection (1) shall call attention to 
anything that he considers to be of significance and of a nature that should be brought to the 
attention of the House of Commons, including any cases in which he has observed that 


(a) accounts have not been faithfully and properly maintained or public money has not been . 
fully accounted for or paid, where so required by law, into the Consolidated Revenue Fund; 


(b) essential records have not been maintained or the rules and procedures applied have been 
insufficient to safeguard and control public property, to secure an effective check on the 
assessment, collection and proper allocation of the revenue and to ensure that expenditures have 
been made only as authorized; 


(c) money has been expended other than for purposes for which it was appropriated by 
Parliament; 

(d) money has been expended without due regard to economy or efficiency; or 

(e) satisfactory procedures have not been established to measure and report the effectiveness 


of programs, where such procedures could appropriately and reasonably be implemented. 


(3) Each annual report by the Auditor General to the House of Commons shall be 
submitted to the Speaker of the House of Commons on or before the 31st day of December in the 
year to which the report relates and the Speaker of the House of Commons shall lay each such 
report before the House of Commons forthwith after receipt thereof by him or, if that House is not 
then sitting, on the first day next thereafter that the House of Commons is sitting. 1976-77, c. 34, 
ME 
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Special report 


Submission of 
reports to 
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tabling in the 
House of 
Commons 


Idem 


Improper 
retention of 
public money 


Inquiry and report 


Advisory powers 


Access to 
information 


Stationing of 
officers in 
departments 


8. (1) The Auditor General may make a special report to the House of 
Commons on any matter of pressing importance or urgency that, in his opinion, should not be 
deferred until the presentation of his annual report. 


(2) Each special report of the Auditor General to the House of Commons made 
under subsection (1) or 19(2) shall be submitted to the Speaker of the House of Commons and 
shall be laid before the House of Commons by the Speaker of the House of Commons forthwith 
after receipt thereof by him, or if that House is not then sitting, on the first day next thereafter that 
the House of Commons is sitting. 1976-77, c. 34, s.8. 


9. The Auditor General shall 


(a) make such examination of the accounts and records of each registrar as he deems 
necessary, and such other examinations of a registrar’s transactions as the Minister of Finance may 
require, and; 


(b) when and to the extent required by the Minister of Finance, participate in the destruction 
of any redeemed or cancelled securities or unissued reserves of securities authorized to be 
destroyed under the Financial Administration Act; 


and he may, by arrangement with a registrar, maintain custody and control, jointly with that 
registrar, of cancelled and unissued securities. 1976-77, c. 34, s.9. 


10. Whenever it appears to the Auditor General that any public money has been 
improperly retained by any person, he shall forthwith report the circumstances of the case to the 
President of the Treasury Board. 1976-77, c. 34, s.10. 


Lae The Auditor General may, if in his opinion such an assignment does not interfere 
with his primary responsibilities, whenever the Governor in Council so requests, inquire into and 
report on any matter relating to the financial affairs of Canada or to public property or inquire into 
and report on any person or organization that has received financial aid from the Government of 
Canada or in respect of which financial aid from the Government of Canada is sought. 1976-77, 
¢,. 347 s:1i. 


123 The Auditor General may advise appropriate officers and employees in the 
public service of Canada of matters discovered in his examinations and, in particular, may draw 
any such matter to the attention of officers and employees engaged in the conduct of the business 
of the Treasury Board. 1976-77, c. 34, s.12. 


ACCESS TO INFORMATION 


be. (1) Except as provided by any other Act of Parliament that expressly refers 
to this subsection, the Auditor General is entitled to free access at all convenient times to 
information that relates to the fulfilment of his responsibilities and he is also entitled to require and 
receive from members of the public service of Canada such information, reports and explanations 
as he deems necessary for that purpose. 


(2) In order to carry out his duties more effectively, the Auditor General may station 
in any department any person employed in his office, and the department shall provide the 
necessary office accommodation for any person so stationed. 
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(3) The Auditor General shall require every person employed in his office who is to 
examine the accounts of a department or of a Crown corporation pursuant to this Act to comply 
with any security requirements applicable to, and to take any oath of secrecy required to be taken 
by, persons employed in that department or Crown corporation. 


(4) The Auditor General may examine any person on oath on any matter pertaining 
to any account subject to audit by him and for the purposes of any such examination the Auditor 
General may exercise all the powers of a commissioner under Part I of the Inquiries Act. 1976-77, 
c. 34, s.13. 


14. (1) Notwithstanding subsections (2) and (3), in order to fulfil his 
responsibilities as the auditor of the accounts of Canada, the Auditor General may rely on the 
report of the duly appointed auditor of a Crown corporation or of any subsidiary of a Crown 
corporation. 


(2) The Auditor General may request a Crown corporation to obtain and furnish to 
him such information and explanations from its present or former directors, officers, employees, 
agents and auditors or those of any of its subsidiaries as are, in his opinion, necessary to enable 
him to fulfil his responsibilities as the auditor of the accounts of Canada. 


(3) If, in the opinion of the Auditor General, a Crown corporation, in response to a 
request made under subsection (2), fails to provide any or sufficient information or explanations, 
he may so advise the Governor in Council, who may thereupon direct the officers of the 
corporation to furnish the Auditor General with such information and explanations and to give him 
access to those records, documents, books, accounts and vouchers of the corporation or any of its 
subsidiaries access to which is, in the opinion of the Auditor General, necessary for him to fulfil 
his responsibilities as the auditor of the accounts of Canada. 1976-77, c. 34, s.14. 


STAFF OF THE AUDITOR GENERAL 


t) (1) Such officers and employees as are necessary to enable the Auditor 
General to perform his duties shall be appointed in accordance with the Public Service 
Employment Act. 


(2) Subject to any other Act of Parliament or regulations made thereunder, but 
without the approval of the Treasury Board, the Auditor General may, within the total dollar 
limitations established for his office in appropriation Acts, contract for professional services. 


(3) The Auditor General may exercise and perform, in such manner and subject to 
such terms and conditions as the Public Service Commission directs, the powers, duties and 
functions of the Public Service Commission under the Public Service Employment Act, other than 
the powers, duties and functions of the Commission in relation to appeals under sections 21 and 31 
of that Act and inquiries under section 34 of that Act 


(4) The Auditor General may suspend from the performance of his duty any person 
employed in his office. 1976-77, c. 34, s.15. 


16. In respect of persons employed in his office, the Auditor General is authorized to 
exercise the powers and perform the duties and functions of the Treasury Board under the 
Financial Administration Act that relate to personnel management including the determination of 
terms and conditions of employment and the responsibility for employer and employee relations, 
within the meaning of paragraph (1)(e) and sections 11 to 13 of that Act. 1976-77, c. 34, s.16. 
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bi: Classification standards may be prepared for persons employed in the office of 
the Auditor General to conform with the classifications that the Auditor General recognizes for the 
purposes of that office. 1976-77, c. 34, s.18. 


18. The Auditor General may designate a senior member of his staff to sign on his 
behalf any opinion that he is required to give and any report, other than his annual report on the 
financial statements of Canada made pursuant to section 64 of the Financial Administration Act 
and his reports to the House of Commons under this Act and any member so signing an opinion or 
report shall indicate beneath his signature his position in the office of the Auditor General and the 
fact that he is signing on behalf of the Auditor General. 1976-77, c. 34, s.19. 


ESTIMATES 


19, (1) The Auditor General shall annually prepare an estimate of the sums that 
will be required to be provided by Parliament for the payment of the salaries, allowances and 
expenses of his office during the next ensuing fiscal year. 


(2) The Auditor General may make a special report to the House of Commons in the 
event that amounts provided for his office in the estimates submitted to Parliament are, in his 
opinion, inadequate to enable him to fulfil the responsibilities of his office. 1976-77, c. 34, s.20. 


20. The provisions of the Financial Administration Act with respect to the division 
of appropriations into allotments do not apply in respect of appropriations for the office of the 
Auditor General. 1976-77, c. 34, s.21. 


AUDIT OF THE OFFICE OF THE AUDITOR GENERAL 


21 (1) A qualified auditor nominated by the Treasury Board shall examine the 
receipts and disbursements of the office of the Auditor General and shall report annually the 
outcome of his examinations to the House of Commons. 


(2) Each report referred to in subsection (1) shall be submitted to the President of 
the Treasury Board on or before the 31st day of December in the year to which the report relates 
and the President of the Treasury Board shall lay each such report before the House of Commons 
within fifteen days after receipt thereof by him or, if that House is not then sitting, on any of the 
first fifteen days next thereafter that the House of Commons is sitting. 1976~—77, c. 34, s.22. 
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FINANCIAL ADMINISTRATION ACT 
R.S., c. F-11 
Extracts from Part X 


CROWN CORPORATIONS 


Financial Management 


Heo} (1) Each parent Crown corporation shall cause 
(a) books of account and records in relation thereto to be kept, and 
(b) financial and management control and information systems and management practices to 


be maintained, 
in respect of itself and each of its wholly-owned subsidiaries, if any. 


(2) The books, records, systems and practices referred to in subsection (1) shall be 
kept and maintained in such manner as will provide reasonable assurance that 


(a) the assets of the corporation and each subsidiary are safeguarded and controlled; 


(b) the transactions of the corporation and each subsidiary are in accordance with this Part, 
the regulations, the charter and by-laws of the corporation or subsidiary and any directive given to 
the corporation; and 


(c) the financial, human and physical resources of the corporation and each subsidiary are 
managed economically and efficiently and the operations of the corporation and each subsidiary 
are carried out effectively. 


(3) Each parent Crown corporation shall cause internal audits to be conducted, in 
respect of itself and each of its wholly-owned subsidiaries, if any, to assess compliance with 
subsections (1) and (2), unless the Governor in Council is of the opinion that the benefits to be 
derived from those audits do not justify their cost. 


(4) Each parent Crown corporation shall cause financial statements to be prepared 
annually, in respect of itself and its wholly-owned subsidiaries, if any, in accordance with 
generally accepted accounting principles as supplemented or augmented by regulations made 
pursuant to subsection (6) if any. 


(5) The financial statements of a parent Crown corporation and of a wholly-owned 
subsidiary shall be prepared in a form that clearly sets out information according to the major 
businesses or activities of the corporation or subsidiary. 


(6) The Treasury Board may, for the purposes of subsection (4), make regulations 
respecting financial statements either generally or in respect of any specified parent Crown 
corporation or any parent Crown corporation of a specified class, but such regulations shall, in 
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respect of the preparation of financial statements, only supplement or augment generally accepted 
accounting principles. 1991, c. 24, s. 41. 


Auditor’s Reports 
132: (1) Each parent Crown corporation shall cause an annual auditor’s report to 
be prepared, in respect of itself and its wholly-owned subsidiaries, if any, in accordance with the 


regulations, on 


(a) the financial statements referred to in section 131 and any revised financial statement 
referred to in subsection 133(3); and 


(b) any quantitative information required to be audited pursuant to subsection (5). 
(2) A report under subsection (1) shall be addressed to the appropriate Minister and 
shall 
(a) include separate statements, whether in the auditor’s opinion, 
(i) the financial statements are presented fairly in accordance with generally 
accepted accounting principles applied on a basis consistent with that of the preceding 
year, 
(ii) the quantitative information is accurate in all material respects and, if applicable, 


was prepared on a basis consistent with that of the preceding year, and 


(iii) the transactions of the corporation and of each subsidiary that have come to his 
notice in the course of the auditor’s examination for the report were in accordance with 
this Part, the regulations, the charter and by-laws of the corporation or subsidiary and any 
directive given to the corporation; and 


(b) call attention to any other matter falling within the scope of the auditor’s examination for 
the report that, in his opinion, should be brought to the attention of Parliament. 


(3) The Treasury Board may make regulations prescribing the form and manner in 
which the report referred to in subsection (1) is to be prepared. 


(4) Notwithstanding any other provision of this Part, the auditor of a parent Crown 
corporation may prepare separate annual auditor’s reports on the statements referred to in 
paragraph (1)(a) and on the information referred to in paragraph (1)(b) if, in the auditor’s opinion, 
separate reports would be more appropriate. 


(5) The Treasury Board may require that any quantitative information required to be 
included in a parent Crown corporation’s annual report pursuant to subsection 150(3) be audited. 


(6) The auditor of a parent Crown corporation shall prepare such other reports 


respecting the corporation or any wholly-owned subsidiary of the corporation as the Governor in 
Council may require. 


(7) An auditor shall make such examination as he considers necessary to enable him 
to prepare a report under subsection (1) or (6). 
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(8) An auditor shall, to the extent he considers practicable, rely on any internal audit 
of the corporation being audited that is conducted pursuant to subsection 131(3). 1991, c. 24, 
s. 42. 


thee (1) A director or officer of a Crown corporation shall forthwith notify the 
auditor and the audit committee of the corporation, if any, of any error or omission of which the 
director or officer becomes aware in a financial statement that the auditor or a former auditor has 
reported on or in a report prepared by the auditor or a former auditor pursuant to section 132. 


(2) Where an auditor or former auditor of a Crown corporation is notified or 
becomes aware of any error or omission in a financial statement that the auditor or former auditor 
has reported on or in a report prepared by the auditor or former auditor pursuant to section 132, he 
shall forthwith notify each director of the corporation of the error or omission if he is of the 
opinion that the error or omission is material. 


(3) Where an auditor or former auditor of a Crown corporation notifies the directors 
of an error or omission in a financial statement or report pursuant to subsection (2), the corporation 
shall prepare a revised financial statement or the auditor or former auditor shall issue a correction 
to the report, as the case may be, and a copy thereof shall be given to the appropriate Minister. 
1984, -cu31isyLl, 


Auditors 


134. (1) The auditor of a parent Crown corporation shall be appointed annually 
by the Governor in Council, after the appropriate Minister has consulted the board of directors of 
the corporation, and may be removed at any time by the Governor in Council, after the appropriate 
Minister has consulted the board. 


(2) On and after January 1, 1989, the Auditor General of Canada shall be appointed 
by the Governor in Council as the auditor, or a joint auditor, of each parent Crown corporation 
named in Part I of Schedule III, unless the Auditor General waives the requirement that he be so 
appointed. 


(3) Subsections (1) and (2) do not apply in respect of any parent Crown corporation 
the auditor of which is specified by any other Act of Parliament to be the Auditor General of 
Canada, but the Auditor General is eligible to be appointed the auditor, or a joint auditor, of a 
parent Crown corporation pursuant to subsection (1) and section 135 does not apply to him. 


(4) Notwithstanding subsection (1), where the report referred to in subsection 132(1) 
is to be prepared in respect of a wholly-owned subsidiary separately, the board of directors of the 
parent Crown corporation that wholly owns the subsidiary shall, after consultation with the board 
of directors of the subsidiary, appoint the auditor of the subsidiary, and subsections (6) and 
sections 135 to 137 apply in respect of that auditor as though the references therein to a parent 
Crown corporation were references to the subsidiary. 


(5) The Governor in Council may make regulations prescribing the criteria to be 
applied in selecting an auditor for appointment pursuant to subsection (1) or (4). 


(6) An auditor of a parent Crown corporation is eligible for re-appointment on the 
expiration of his appointment. 
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(7) Notwithstanding subsection (1), if an auditor of a parent Crown corporation is 
not appointed to take office on the expiration of the appointment of an incumbent auditor, the 
incumbent auditor continues in office until his successor is appointed. 1984, c.31,s.11. 


135. (1) A person is disqualified from being appointed or re—appointed or 
continuing as an auditor of a parent Crown corporation pursuant to section 134 if that person is not 
independent of the corporation, any of its affiliates, or the directors or officers of the corporation 
or any of its affiliates. 


(2) For the purpose of this section, 


(a) independence is a question of fact; and 
(b) a person is deemed not to be independent if that person or any of his business partners 
(i) is a business partner, director, officer or employee of the parent Crown 


corporation or any of its affiliates, or a business partner of any director, officer or 
employee of the corporation or any of its affiliates, 


(ii) beneficially owns or controls, directly or indirectly through a trustee, legal 
representative, agent or other intermediary, a material interest in the shares or debt of the 
parent Crown corporation or any of its affiliates, or 


(iii) has been a receiver, receiver—-manager, liquidator or trustee in bankruptcy of the 
parent Crown corporation or any of its affiliates within two years of his proposed 
appointment as auditor of the corporation. 


(3) An auditor of a parent Crown corporation who becomes disqualified under this 
section shall resign forthwith after becoming aware of his disqualification. 1984, c.31, s.11. 


136. Nothing in sections 134 and 135 shall be construed as empowering the 
appointment, re-appointment or continuation in office as an auditor of a parent Crown corporation 
of any person who does not meet any qualifications for such appointment, re-appointment or 
continuation established by any other Act of Parliament. 1984, c. 31,s. 11. 


137: A resignation of an auditor of a parent Crown corporation becomes effective at 
the time the corporation receives a written resignation from the auditor or at the time specified in 
the resignation, whichever is later. 1984, c. 31, s. 11. 


Special Examination 


138. (1) Each parent Crown corporation shall cause a special examination to be 
carried out in respect of itself and its wholly-owned subsidiaries, if any, to determine if the 
systems and practices referred to in paragraph 131(1)(b) were, in the period under examination, 
maintained in a manner that provided reasonable assurance that they met the requirements of 
paragraphs 131(2)(a) and (c). 


(2) A special examination shall be carried out at least once every five years and at 
such additional times as the Governor in Council, the appropriate Minister or the board of directors 
of the corporation to be examined may require. 
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(3) Before an examiner commences a special examination, he shall survey the 
systems and practices of the corporation to be examined and submit a plan for the examination, 
including a statement of the criteria to be applied in the examination, to the audit committee of the 
corporation, or if there is no audit committee, to the board of directors of the corporation. 


(4) Any disagreement between the examiner and the audit committee or board of 
directors of a corporation with respect to a plan referred to in subsection (3) may be resolved 


(a) in the case of a parent Crown corporation, by the appropriate Minister; and 


(b) in the case of a wholly-owned subsidiary, by the parent Crown corporation that wholly 
owns the subsidiary. 


(5) An examiner shall, to the extent he considers practicable, rely on any internal 
audit of the corporation being examined conducted pursuant to subsection 131(3). 1984, c.31, 
s.11. 


139. (1) An examiner shall, on completion of the special examination, submit a 
report on his findings to the board of directors of the corporation examined. 


(2) The report of an examiner under subsection (1) shall include 


(a) a statement, whether in the examiner’s opinion, with respect to the criteria established 
pursuant to subsection 138(3), there is reasonable assurance that there are no significant 
deficiencies in the systems and practices examined; and 


(b) a statement of the extent to which the examiner relied on internal audits. 1984, c.31, s.11. 


140. Where the examiner of a parent Crown corporation, or a wholly owned 
subsidiary of a parent Crown corporation, named in Part I of Schedule III is of the opinion that his 
report under subsection 139(1) contains information that should be brought to the attention of the 
appropriate Minister, he shall, after consultation with the board of directors of the corporation, or 
with the board of the subsidiary and corporation, as the case may be, report that information to the 
Minister and furnish the board or boards with a copy of the report. 1984, c.31, s.11. 


141. Where the examiner of a parent Crown corporation, or a wholly-owned 
subsidiary of a parent Crown corporation, named in Part I of Schedule III of the opinion that his 
report under subsection 139(1) contains information that should be brought to the attention of 
Parliament, he shall, after consultation with the appropriate Minister and the board of directors of 
the corporation, or with the boards of the subsidiary and corporation, as the case may be, prepare a 
report thereon for inclusion in the next annual report of the corporation and furnish the board or 
boards, the appropriate Minister and the Auditor General of Canada with copies of the report. 
1984, c.31, s.11. 


142. (1) Subject to subsections (2) and (3), a special examination referred to in 
section 138 shall be carried out by the auditor of a parent Crown corporation. 


(2) Where, in the opinion of the Governor in Council, a person other than the 
auditor of a parent Crown corporation should carry out a special examination, the Governor in 
Council may, after the appropriate Minister has consulted the board of directors of the corporation, 
appoint an auditor who is qualified for the purpose to carry out the examination in lieu of the 
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auditor of the corporation and may, after the appropriate Minister has consulted the board, remove 
that qualified auditor at any time. 


(3) Where a special examination is to be carried out in respect of a wholly-owned 
subsidiary separately, the board of directors of the parent Crown corporation that wholly owns the 
subsidiary shall, after consultation with the board of directors of the subsidiary, appoint the 
qualified auditor who is to carry out the special examination. 


(4) Subject to subsection (5), sections 135 and 137 apply in respect of an examiner 
as though the references therein to an auditor were references to an examiner. 


(5) The Auditor General of Canada is eligible to be appointed an examiner and 
section 135 does not apply to the Auditor General of Canada in respect of such an appointment. 
1984, co 31yse11. 


Consultation with Auditor General 


143. The auditor or examiner of a Crown corporation may at any time consult the 
Auditor General of Canada on any matter relating to his audit or special examination and shall 
consult the Auditor General with respect to any matter that, in the opinion of the auditor or 
examiner, should be brought to the attention of Parliament pursuant to paragraph 132(2)(b) or 
section 141. 1984, c.31,s. 11. 


Right to Information 


144. (1) On the demand of the auditor or examiner of a Crown corporation, the 
present or former directors, officers, employees or agents of the corporation shall furnish such 


(a) information and explanations, and 


(b) access to records, documents, books, accounts and vouchers of the corporation or any of 
its subsidiaries 


as the auditor or examiner considers necessary to enable him to prepare any report as required by 
this Division and that the directors, officers, employees or agents are reasonably able to furnish. 


(2) On the demand of the auditor or examiner of a Crown corporation, the directors 
of the corporation shall 


(a) obtain from the present or former directors, officers, employees or agents of any 
subsidiary of the corporation such information and explanations as the auditor or examiner 
considers necessary to enable him to prepare any report as required by this Division and that the 
present or former directors, officers, employees or agents are reasonably able to furnish; and 


(b) furnish the auditor or examiner with the information and explanations so obtained. 


(3) An auditor or examiner of a Crown corporation may reasonably rely on any 
report of any other auditor or examiner. 1984, c. 31,s. 11. 
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145. Nothing in this Part or the regulations shall be construed as authorizing the 
auditor or examiner of a Crown corporation to express any opinion on the merits of matters of 
policy, including the merits of 


(a) the objects or purposes for which the corporation is incorporated, or the restrictions on the 
businesses or activities that it may carry on, as set out in its charter; 


(b) the objectives of the corporation; and 


(c) any business or policy decision of the corporation or of the Government of Canada. 
1984, c. 31,s. 11. 


Qualified Privilege 


146. Any oral or written statement or report made under this Part or the regulations 
by the auditor or a former auditor, or the examiner or a former examiner, of a parent Crown 
corporation or a wholly-owned subsidiary has qualified privilege. 1991,c. 24, s. 43. 


Costs 


147. (1) The amounts paid to an auditor or examiner of a Crown corporation for 
preparing any report under section 132, 139, 140 or 141 shall be reported to the President of the 
Treasury Board. 


(2) Where the Auditor General of Canada is the auditor or examiner of a Crown 
corporation, the costs incurred by him in preparing any report under section 132, 139, 140 or 141 
shall be disclosed in the next annual report of the Auditor General and be paid out of the moneys 
appropriated for his office. 1984, c. 31, s. 11. 


Audit Committee 


148. (1) Each parent Crown corporation that has four or more directors shall 
establish an audit committee composed of not less than three directors of the corporation, the 
majority of whom are not officers or employees of the corporation or any of its affiliates. 


(2) In the case of a parent Crown corporation that has less than four directors, the 
board of directors of the corporation constitutes the audit committee of the corporation and shall 
perform the duties and functions assigned to an audit committee by any provision of this Part and 
the provision shall be construed accordingly. 


(3) The audit committee of a parent Crown corporation shall 


(a) review, and advise the board of directors with respect to, the financial statements that are 
to be included in the annual report of the corporation; 


(b) oversee any internal audit of the corporation that is conducted pursuant to subsection 
131(3); 
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(c) review, and advise the board of directors with respect to, the annual auditor’s report of the 
corporation referred to in subsection 132(1); 


(d) in the case of a corporation undergoing a special examination, review, and advise the 
board of directors with respect to, the plan and reports referred to in sections 138 to 141; and 


(e) perform such other functions as are assigned to it by the board of directors or the charter 
or by-laws of the corporation. 


(4) The auditor and any examiner of a parent Crown corporation are entitled to 
receive notice of every meeting of the audit committee and, at the expense of the corporation, to 
attend and be heard at each meeting; and, if so requested by a member of the audit committee, the 
auditor or examiner shall attend any or every meeting of the committee held during his term of 
office. 


G) The auditor or examiner of a parent Crown corporation or a member of the audit 
committee may call a meeting of the committee. 


(6) Where the report referred to in subsection 132(1) is to be prepared in respect of a 
wholly-owned subsidiary separately, subsections (1) to (5) apply, with such modifications as the 
circumstances require, in respect of the subsidiary as though 


(a) the references in subsections (1) to (5) to a parent Crown corporation were references to 
the subsidiary; and 


(b) the reference in paragraph (3)(a) to the annual report of the corporation were a reference 
to the annual report of the parent Crown corporation that wholly owns the subsidiary. 1984, c. 31, 
Seil 


Reports 


149. (1) A parent Crown corporation shall provide the Treasury Board or the 
appropriate Minister with such accounts, budgets, returns, statements, documents, records, books, 
reports or other information as the Board or appropriate Minister may require. 


(2) The chief executive officer of a parent Crown corporation shall, as soon as 
reasonably practicable, notify the appropriate Minister, the President of the Treasury Board and 
any director of the corporation not already aware thereof of any financial or other developments 
that, in the chief executive officer’s opinion, are likely to have a material effect on the performance 
of the corporation, including its wholly-owned subsidiaries, if any, relative to the corporation’s 
objectives or on the corporation’s requirements for funding. 


(3) Each parent Crown corporation shall forthwith notify the appropriate Minister 
and the President of the Treasury Board of the name of any corporation that becomes or ceases to 
be a wholly—owned subsidiary of the corporation. 1984, c. 31,s. 11. 


150. (1) Each parent Crown corporation shall, as soon as possible, but in any 
case within three months, after the termination of each financial year submit an annual report on 
the operations of the corporation in that year concurrently to the appropriate Minister and the 
President of the Treasury Board, and the appropriate Minister shall cause a copy of the report to be 
laid before each House of Parliament on any of the first fifteen days on which that House is sitting 
after he receives it. 
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(2) An annual report laid before Parliament pursuant to subsection (1) stands 
permanently referred to such committee of Parliament as may be designated or established to 
review matters relating to the businesses and activities of the corporation submitting the report. 


(3) The annual report of a parent Crown corporation shall include 
(a) the financial statements of the corporation referred to in section 131, 
(b) the annual auditor’s report referred to in subsection 132(1), 
(c) a statement on the extent to which the corporation has met its objectives for the financial 
year, 
(d) such quantitative information respecting the performance of the corporation, including its 


wholly—owned subsidiaries, if any, relative to the corporation’s objectives as the Treasury Board 
may require to be included in the annual report, and 


(e) such other information as is required by this or any other Act of Parliament, or by the 
appropriate Minister, the President of the Treasury Board or the Minister of Finance, to be 
included in the annual report, 


and shall be prepared in a form that clearly sets out information according to the major businesses 
or activities of the corporation and its wholly-owned subsidiaries, if any. 


(4) In addition to any other requirements under this Act or any other Act of 
Parliament, the Treasury Board may, by regulation, prescribe the information to be included in 
annual reports and the form in which such information is to be prepared. 1991, c. 24, s. 49. 


151. (1) The President of the Treasury Board shall, not later than December 31 
of each year, cause a copy of an annual consolidated report on the businesses and activities of all 
parent Crown corporations for their financial years ending on or before the previous July 31 to be 
laid before each House of Parliament. 


(2) An annual consolidated report laid before Parliament pursuant to subsection (1) 
stands permanently referred to such committee of Parliament as may be designated or established 
to review matters relating to Crown corporations. 


(3) The annual consolidated report referred to in subsection (1) shall include 


(a) a list naming, as of a specified date, all Crown corporations and all corporations of which 
any shares are held by, on behalf of or in trust for the Crown or any Crown corporation; 


(b) employment and financial data, including aggregate borrowings of parent Crown 
corporations; and 


(c) such other information as the President of the Treasury Board may determine. 1984, 
Cosles ele 


$52) (1) The President of the Treasury Board shall, not later than December 31 
of each year, cause to be laid before each House of Parliament a copy of a report indicating the 
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summaries and annual reports that under this Part were to be laid before that House by July 31 in 
that year, the time at, before or within which they were to be laid and the time they were laid 
before that House. 


(2) The accuracy of the information contained in the report referred to in subsection 
(1) shall be attested by the Auditor General of Canada in the Auditor General’s report to the House 
of Commons. 1991, c. 24, s. 44. 


PAC Reports 


REPORT TO THE HOUSE 
Thursday, June 6, 1991 
The Standing Committee on Public Accounts has the honour to present its 


FIRST REPORT 


In accordance with the Order of Reference of Friday, May 17, 1991, your Committee has considered Vote 
20 under FINANCE in the Main Estimates for the fiscal year ending March 31, 1992, and reports the same. 


A copy of the relevant Minutes of Proceedings and Evidence (Issue No. 1, which includes this Report) is 
tabled. 


Respectfully submitted, 
JEAN-ROBERT GAUTHIER 


Chairman. 


PAC Reports 


REPORT TO THE HOUSE 
Friday, November 1, 1991 
The Standing Committee on Public Accounts has the honour to present its 


SECOND REPORT 


Pursuant to Standing Order 108(3)(e), your Committee examined the disbandment of the Department of 
Finance’s Tax Evaluation Division in light of Chapter 3 of the Auditor General’s 1983 Report—Program Evaluation. 


Whoever wishes to optimize resource use must be accurately informed about the way programs perform. 
Program evaluation makes it possible to know whether the raison d’étre, goals, anticipated and actual results and 
program design are satisfactory. When such evaluations, measuring program performance and effectiveness, are 
made public, they increase the accountability of the government and its officials and stimulate debate in both the 
parliamentary and the public forum. 


Program evaluation is all the more important in the current context of budgetary restraint, since resource 
optimization is now obligatory. The government must continually improve the allocation of ever—scarcer resources. 
In this constrictive climate, evaluating tax measures takes on even greater significance, since the effectiveness of the 
country’s fiscal policies must be under constant review and the fairness of the various tax measures affecting 
Canadians must be re-examined on an on-going basis. 


The Committee was therefore surprised to learn that the Department of Finance was disbanding its Tax 
Evaluation Division. Notice of the reorganization of this important evaluation unit came solely in the form of an 
internal memo, even though the Division had been created in 1987 in response to numerous recommendations by the 
Auditor General, the House of Commons Public Accounts Committee and the Senate Committee on National 
Finance, and even though the Minister of Finance at the time and his senior managers had spoken glowingly of the 
value of an evaluation unit and made both oral and written commitments to set one up. 


Background 


In his 1983 Report, the Auditor General was already pointing out that Finance was the only major 
department that apparently felt no obligation to give someone responsibility for program evaluation or to set up an 
evaluation unit, in accordance with Treasury Board guidelines. In his 1984 Report, the Auditor General noted that 
the Finance Department had displayed negligence in proposing a research and development tax credit that had cost 
the taxpayer almost three billion dollars. In the 1985 Report, the Office of the Auditor General highlighted the 
problems associated with the remission order given to the Hudson’s Bay Oil and Gas Company Ltd. It was against 
this background that the Senate Committee on National Finance and the House of Commons Committee on Public 
Accounts suggested the regular publication of a tax expenditure account. The Senate National Finance Committee 
went further, stressing the need to introduce an evaluation function into the Department of Finance that would be 
separate from the Department’s policy function. In 1986, the Auditor General recommended to the Department of 
Finance that it ensure that tax—delivered programs were accurately evaluated. He suggested that an evaluation 
framework be set up that reflected the Treasury Board guidelines. 


In 1987, the Department of Finance finally yielded to the pressure and acted on the many recommendations. 
The new unit was to evaluate the effectiveness of fiscal policies in accordance with the guidelines issued by the 
Comptroller General of Canada. 

Given the events that surrounded the creation of the Tax Evaluation Division, and in light of the 


commitments made by the Department in the past, the decision to put a discreet stop to the Division’s activities three 


C-2 


PAC Reports 


and a half years later, without informing the Office of the Comptroller General, is surprising, and could have 
significant consequences for all Canadians. The Public Accounts Committee therefore deemed it advisable to 
examine the Department’s decision to reorganize its evaluation function and incorporate it into the program function. 


The Committee’s concerns 


Although the Comptroller General argued that the Department’s decision did not necessarily endanger the 
program evaluation function, and that we should wait to see the results before judging the Department’s decision, he 
did acknowledge that the new method of evaluating tax measures was not what he would prefer. The decision is also 
of concern to the Public Accounts Committee. It puts at risk the independence of evaluations of tax measures and 
the objectivity of the reporting. By giving responsibility for evaluating the effectiveness and efficiency of fiscal 
policies to line managers, i.e. the same officials who develop those policies, the Department inevitably runs the risk 
of creating conflict situations, even if the managers report to a Director General who occupies a staff position outside 
the authority hierarchy. It is likely that this Director General will co-ordinate evaluations but have neither authority 
nor influence. There is a good chance he will be kept in ignorance by the line managers when embarrassing results 
are uncovered. The new method of evaluating tax measures will probably operate smoothly in the short term, but 
with the passage of time, there is every possibility that senior management’s enthusiasm will erode. In addition, by 
taking this step the Department is losing employees with vast expertise in the evaluation of tax measures, starting 
with the Division’s former Director. The whole ’culture” of evaluating the Department’s programs has been lost 
with the decision to eliminate the Tax Evaluation Division. 


Furthermore, the Department could set a precedent, with other departments perhaps tempted to disband 
their program evaluation units. Although the Comptroller General told to the Committee that he would advise other 
departments not to imitate the Department of Finance, there is no guarantee that this situation will not recur 
elsewhere. If it should recur, there is nothing that can be done about it, as the Comptroller General does not control 
the departments: he simply establishes guidelines and checks to see whether the departments are respecting the 
policy on evaluation programs and doing what is expected of them. Your Committee is thus concerned about the 
consequences of the Finance Department’s action and its possible repercussions. 


Lastly, the Tax Evaluation Division was the sole program evaluation unit within the Department of Finance 
(it was responsible for programs representing a total of more than one hundred billion dollars in tax revenues), 
despite the fact that the Comptroller General recommends in his guidelines that all programs be evaluated 
periodically. The Comptroller General told the Committee that the Department had not been able to evaluate all its 
programs, including its debt-servicing program. The Committee is concerned because this means that the Deputy 
Minister of Finance is not fulfilling all his responsibilities: he should be applying to the letter Treasury Board’s 
program evaluation guidelines. 


Commitments made 


Although these concerns remain, the Committee was given firm commitments by the Department of 
Finance and the Office of the Comptroller General. These commitments do reduce the Committee’s apprehension 
about the consequences of the Department’s decisions, but they do not diminish the seriousness of the problem. 


The Department’s Tax Evaluation Advisory Committee is committed to making public, within the next few 
weeks, a work plan and a calendar for the next three years, covering evaluations of future tax measures. The Public 
Accounts Committee concedes that this plan will force the Department to carry out the planned evaluations within 
reasonable deadlines and will make it difficult to shunt embarrassing reports aside, as was the case recently with the 
study on the tax treatment of public and private pension plans. Nonetheless, the Committee is very concerned about 
the studies’ lack of independence and the lack of objectivity in evaluations made by line employees reporting to a 
staff manager without real power. 


The Comptroller General’s Office has been asked to seat a representative on the Department’s Advisory 
Committee. The Public Accounts Committee is concerned that this representative will probably have very little 
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influence. Therefore, your Committee recommends that senior officials of Revenue Canada be invited to 
participate actively in the work of the Advisory Committee, so that they could exert some influence over it. 
The Committee requests that it be kept informed, on a regular basis, about the work plan for the coming 
years. During the meeting of October 8, 1991, the Senior Assistant Deputy Minister did in fact invite the Public 
Accounts Committee to participate in formulating the work plan. The Committee has accepted and appends a list 
of tax measures that it would like to see evaluated by the Finance Department. Starting in 1992, the 
Committee would also like to see a Tax Expenditure Account published annually as part of the Budgetary 
process. Lastly, the Committee has obtained the assurance of the Comptroller General that reports will be prepared 
on whether the new method of evaluating Finance Department programs work and that the resulting evaluations are 
free from all line influence. The Public Accounts Committee also expects the Comptroller General to report to 
it regularly with a view to determining whether the Department is respecting the Treasury Board guidelines 
requiring periodic evaluation of all programs. 


The Public Accounts Committee advises other departments against trying to follow the example set by the 
Department of Finance and disbanding their program evaluation units. In the coming months, your Committee will 
be keeping a close watch on the reorganization carried out earlier this summer by the Department of Finance. 


Finally, the Committee is aware of the major role played by the Department of Finance and its influence in 
the workings of the government. Consequently, the Committee is very concerned by the high—-handed disbandment 
of the Department’s Tax Evaluation Division. To avoid the creation of a precedent, the Committee recommends 
increased consultation between the departments and the Comptroller General before any disbandments and 
that the procedure for these be of a more transparent nature. 


APPENDIX 


Tax measures that the Public Accounts Committee wishes to be assessed as part of the three years plan and 
put at top of the priority list by the Department of Finance: 


1. Goods and Services Tax (GST); 

ads New tax treatment of Retirement Saving; 

oe Tax treatment of capital gains; 

4. Tax treatment of flow-through shares; 

= Canadian Exploration Incentives Program (CEIP). 


Pursuant to Standing Order 109, the Committee requests that the Government table a comprehensive 
response to this Report. 


A copy of the relevant Minutes of Proceedings and Evidence (Issues No. 6 and No. 9 which includes this 
Report) is tabled. 


Respectfully submitted, 


JEAN—-ROBERT GAUTHIER 
Chairman. 
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REPORT TO THE HOUSE 
Monday, November 4, 1991 
The Standing Committee on Public Accounts has the honour to present its 


THIRD REPORT 


Pursuant to S.O. 108(3)e), the Committee has examined Chapter 9 of the 1990 Report of the Auditor 
General—Information Security Audit. 


Computer systems face numerous threats. The growing use of computers in our society has increased the 
likelihood of information loss and the possibility of fraud and unauthorized access, thereby threatening the security 
of computerized information. The difference between the speed with which technological changes are being 
introduced and the speed with which organizations succeed in protecting themselves from criminal acts and 
computer risks of all kinds only increases the chances that these threats will materialize. 


The federal government is not immune to these threats. Computer fraud could prevent the government 
from properly collecting revenue, hinder the provision of services to Canadians or compromise the confidentiality of 
information national security could even potentially be threatened. The Committee believes that such situations 
could put the government’s credibility at risk and could also prove politically embarrassing. 


Background 


In his 1990 Report, the Auditor General examined a sample of 13 departments and identified a number of 
potential problems associated with the inadequate security of the federal government’s computer systems. The 
comments made were hardly reassuring and perturbed the Committee members. Among other things, the Auditor 
General pointed out that departments and agencies had failed to assess the threats and risks to their computer 
systems, had not taken the necessary steps to protect them and had not prepared formal contingency plans. In the 
event of a major power outage or disaster, the federal government would be unable to provide many essential 
services. 


The government did adopt in 1986 a policy respecting information security and did ultimately approve 
standards. In so doing, it acknowledged that computerized information needed to be protected. The new standards 
issued by the Treasury Board Secretariat stipulated, among other things, that responsibility for safeguarding 
information should rest with departmental senior management. In 1988, the Secretariat recommended that the 
deadline for full implementation of the policy be extended to 1990. At the time the Auditor General was drafting his 
report, certain departments were admitting that they would need another two to five years to comply with the policy 
and the new standards. 


Despite this fact, the Treasury Board Secretariat announced to the Committee that the standards would have 
to be implemented by 1993 at the latest. Treasury Board Secretariat stated that all departments would be required to 
evaluate their computer systems by this date. The Committee is concerned about the deadline for implementing the 
Secretariat’s standards. At the rate things are going, it is quite possible that by 1993, that is seven years after the 
standards were first issued, departments may still not have fulfilled their responsibilities with respect to information 
security. 


In light of these facts, it is clear a leadership problem exists within the federal government in the 


information security field. The Committee is of the view that departments, Treasury Board Secretariat and other 
concerned organizations are not properly fulfilling their responsibilities. 
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Observations and recommendations of the Committee 


The Auditor General noted once again to the Committee that all of the departments included in the sample 
had failed to comply with the information security policy and with the standards. The Committee is of the opinion 
that anyone wishing to act in the information security field must, before doing anything else, assess the risks and 
vulnerability of computer systems. In order to do so, the proper skills must be acquired. As we just indicated, under 
Treasury Board Secretariat standards, this task is the responsibility of departmental senior management. The latter 
have stated that they are not in a position to carry out these assessments or to make the necessary changes because 
they lack the required expertise and skills. 


Treasury Board Secretariat claims that departments and agencies can still contract out the job of conducting 
these assessments. The Committee doubts, however, that there is a sufficient number of expert—consultants in this 
field in the National Capital Region to meet the demand. Furthermore, the Committee is concerned about the risks 
involved if all departments and agencies were to use outside consultants. Information confidentiality could be 
compromised. 


The Public Accounts Committee therefore considers that the Treasury Board Secretariat should play a 
leadership role. It is meaningless to develop a policy if the policy is not implemented. It should be borne in mind 
that this policy was originally developed in 1986. Five years later, it is obvious that it has been only partially 
implemented. Treasury Board Secretariat told your Committee that the departments would have another two years 
to live up to their information security responsibilities. Unless Treasury Board Secretariat lives up to its own 
responsibilities, your Committee fears that it will be well beyond 1993 before all departments have complied with 
what is required of them. Moreover, the Treasury Board Secretariat admitted to the Committee that the departments 
were just starting to sign contracts with computer consulting firms. Until such time as the assessments are 
completed and rectifications made, the security of Canadians could be at serious risk. 


The Committee recognizes that serious budgetary constraints exist at this time and that resources are 
limited. In such a context, it is reasonable to allocate resources on the basis of the probability of accidents and risks. 
However, when resources are limited, leadership becomes all the more important. Training and co-ordination are 
valuable assets in any attempt to optimize resource use: for example, there are economies of scale when the skills, 
experiences and contributions of all parties are shared. The leader’s role is to see that risks are accurately assessed. 
To do this, the leader must not only establish a detailed analysis grid, but also ensure that the departments carry out 
correctly the functions that are assigned to them. 


Your Committee therefore recommends 


(1) that the respective responsibilities and roles of Treasury Board Secretariat, the RCMP, the 
Communications Security Establishment of the Department of National Defence be clearly defined, 
so that they can respond fully to the federal government’s needs in the area of information security; 


(2) that Treasury Board Secretariat monitor closely the implementation of the standards by the 
departments. For implementation to be successful, senior managers will have to be made aware of 
the dangers threatening their installations and of the importance of correcting situations that pose a 
risk; 


(3) that Treasury Board Secretariat exercise a leadership role within the federal government in 
the area of information security. To this end, it will have to be familiar with the various dangers that 
could affect government computer systems. It will have to assist and guide the departments so that 
they can assess the risks inherent in their installations and then make the necessary rectifications. 


In conclusion, the Public Accounts Committee wishes to stress that we must not wait for a diaster before 
taking action! Concrete measures must be taken as rapidly as possible. The Committee considers that waiting until 
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1993 puts our computer systems, and the information they contain, at risk. A fire at a key installation or a computer 
fraud could have disastrous and expensive consequences for all Canadians. 


Your Committee therefore recommends 


that a status report be submitted to it in six months’ time, with a view to verifying whether 
substantial progress in information security has been achieved by Treasury Board Secretariat, the 
RCMP, the Communications Security Establishment and the departments. 


Pursuant to Standing Order 109, the Committee requests that the Government table a 
comprehensive response to this Report. 


A copy of the relevant Minutes of Proceedings and Evidence (Issues No. 7 and No. 9 which includes this Report) is 
tabled. 


Respectfully submitted, 


JEAN-ROBERT GAUTHIER 


Chairman. 
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REPORT TO THE HOUSE 
Wednesday, December 11, 1991 
The Standing Committee on Public Accounts has the honour to present its 


FOURTH REPORT 


Pursuant to Standing Order 108(3)(e), the Committee examined paragraphs 3.26 to 3.30 of the Auditor 
General’s Report for 1990 concerning the Canadian International Development Agency (CIDA) and an aid project to 
Pakistan. 


The appropriateness of economic and social development aid to less advanced countries cannot be 
questioned. If we are to release these countries from trap of poverty, the problems of demography, urbanization and 
industrialization must first be solved. Canada has a significant role to play in this regard. The federal government 
has given the Canadian International Development Agency virtually all responsibility for international cooperation. 
In 1991-1992, CIDA will manage a budget of $2.34 billion from a gross total budget of $3.18 billion allocated for 
public development assistance. 


In addition to promoting economic and social development, this aid also benefits Canadian exporters 
because it is often tied to purchases of Canadian goods and services. However, budget constraints, which will 
henceforth be omnipresent in the machinery of government, are forcing Canada to evaluate the exact manner in 
which taxpayers’ money is spent so as to ensure it is properly managed. It was with these objectives in mind that the 
Committee tried to determine whether CIDA was optimizing the extensive resources at its disposal. The recent 
example of a CIDA project in Pakistan raised in the Auditor General’s Report for 1990 suggests that some 
managerial practices are not sound and that Canadians have cause for concern. 


Context 


In 1975, Canada signed a bilateral agreement with Pakistan to finance construction of a coal—washing plant 
through a $1.6 million line of credit. It was agreed that a Canadian company would provide the necessary 
equipment. The project began two years later, and the coal—washing facility opened its doors in April 1980. 
According to the Auditor General, the project’s objectives were not achieved since the plant has produced less than 
one per cent of its designed output since it opened. CIDA states it is not accountable for the failure of the plant. 


The purpose of the coal—washing facility was to produce higher quality coal to be used in steel 
manufacturing in Pakistan. The coal’s sulphur content, however, proved to be too high. The objective of this entire 
Operation was to reduce imports of high quality coal and thus the need for foreign currency. 


Before financing the project, CIDA did not assess the risks to evaluate whether the project was viable. It 
failed to determine clearly who its potential purchasers might be or how the coal would be transported to end users. 
Furthermore, the equipment manufactured by the Canadian company (Cyclone Engineering Sales of Edmonton, 
Alberta) could not be used to process the type of coal available. CIDA realized this fact one year after the 
equipment was delivered and installed. It had nevertheless received preliminary indications from the Pakistani 
government, the Canadian Embassy and CIDA agents in the field that the coal-washing project was in serious 
difficulty. 


CIDA subsequently contributed more than $750,000 to restart the plant, but ultimately abandoned the 
project in 1984. Thus, the Agency’s total outlay for the coal—washing project was $2.3 million. In the Auditor 
General’s view, “...since the plant totally failed to meet its design objectives, there was little value obtained for the 
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money spent on it” (paragraph 3.29). In response, CIDA refused to be held accountable for the plant’s failure. It 
maintained that it was not the only organization involved in the project and that a number of factors were therefore 
beyond its control. According to CIDA policies, the debtor government is responsible for ensuring the project 
operates smoothly when it is financed through a line of credit. CIDA claims that a transaction conducted through a 
line of credit must be seen as a delegation of authority to the beneficiary country. CIDA adopts a 
non—interventionist approach. The beneficiary country takes responsibility for feasibility, management and control 
of the line of credit. CIDA is simply concerned with payment in the name of the organization responsible for 
purchasing. For this reason, CIDA claims that risk evaluation and therefore responsibility in case of failure are not 
its responsibility. This was also the reason CIDA refused to acknowledge accountability for the failure of the plant. 
The Agency claims that, if full feasibility studies had to be conducted for all transactions of this type, their 
administrative cost would be high and they would monopolize scarce resources. 


Committee’s Concerns 


When the Committee on Public Accounts asked CIDA whether, in future, it would systematically conduct 
feasibility studies and risk assessments, in all cases, without exception, or whether it would authorize an authority 
competent in the evaluation field to do so, regardless of the method of financing, the Senior Vice-President 
answered unequivocally, ‘““No’’. The Committee on Public Accounts is concerned. Situations such as the one in 
Pakistan could occur again. Millions of dollars could be wasted. 


Parliamentarians must answer voters’ questions on the appropriateness of foreign aid, particularly in the 
context of budget cutbacks. Consequently, the Committee feels that parliamentarians must be in a position to 
confirm that spending was indeed justified. Although CIDA may consider that the amounts invested in projects such 
as the Pakistan project are not very high, most Canadians certainly do not feel that way. 


The Committee acknowledges that CIDA operates in a sphere in which risks are very high and admits that 
possibilities of failure will always exist, even given the best possible administrative practices. The Committee does 
not expect perfect performance from CIDA. However, the Committee observes that, in not assessing the risk or 
authorizing an international development expert to do so, CIDA fails to comply with Treasury Board directives as 
stated in Chapter 540, paragraph 2.1, of its Administrative Policy Manual entitled “Management and Control of 
Projects”, which provides for the ““comprehensive assessment of the degree of risk in meeting the objectives”. 
CIDA states that it complies with these directives by assessing financial risk when it grants a line of credit to any 
country. This is far from satisfying the Committee because the Agency provides no concrete follow-up except 
through random evaluations. By making the beneficiary country responsible for invested sums, CIDA loses too 
much control over public funds. Although the Committee recognizes the importance of having developing countries 
take part in projects concerning them, the fact nevertheless remains that Canadian taxpayers’ money is ultimately 
involved. The Agency is responsible for ensuring that these assessments are conducted. 


CIDA limits its responsibility to financial control over the line of credit. The Committee would 
nevertheless expect the Agency to recognize its share of responsibility when a project, conducted solely or jointly 
with other countries, fails, even if the risks were deemed reasonable and that it would do so no matter the method of 
financing used. Furthermore, the Treasury Board Administrative Policy Manual is clear on this point. Paragraph 
3.5.2 of Chapter 540, concerning accountability, reads: ‘““When more than one department or agency is involved in 
the implementation of a project and there is no project charter or letter of agreement defining the responsibility and 
accountability of the participants, the department seeking project approval shall be totally accountable.” 


In the Committee’s view, the Agency clearly contravened Treasury Board directives. CIDA was unable to 
show it had reconciled its own management practices regarding risk assessment and division of responsibilities with 
those prescribed by Treasury Board. In fact, the Committee on Public Accounts finds the Agency’s position entirely 
unacceptable and believes that, if good management practices were in effect at CIDA when it approves projects such 
as the Pakistan project, the risks of failure would be considerably attenuated. In the past fiscal year, 332 projects 
totalling more than $100 million involved transactions through lines of credit. Considering the size of the sums 
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involved, the Agency should clearly use risk assessment methods and follow a clear policy for dividing 
responsibilities in case of failure. 


The Committee realizes that these changes would likely impose major operational constraints since CIDA 
would be obliged to allocate resources to functions which are currently ignored. However, the Committee believes 
that a choice must be made between a flexible policy that involves a number of financial risks and a more restrictive 
method for approving aid projects while maximizing their chances for success. CIDA should perhaps do less, but do 
it better. While awaiting the outcome of this process of reflection, the Committee on Public Accounts, and 
Canadians in general, must have assurances that the amounts allocated to development projects will henceforth be 
properly managed. 


Recommendations 
In the light of the above observations, the Committee on Public Accounts recommends: 


that CIDA undertake, as required by Treasury Board, full risk assessments of all projects financed 
under lines of credit and in which the Agency takes part solely or jointly. The extent of these 
assessments should obviously be directly proportional to the level of CIDA funding. 


The Committee finds it unacceptable that CIDA does not acknowledge its share of accountability on the 
ground that it does not control all aspects of a project. The Agency has no other choice than to render accounts to 
Parliament and to Canadians when projects fail. The Committee is obviously of the view that it should not be held 
accountable when a project fails as a result of extraordinary or unforeseeable circumstances (such as a rebel attack 
on a food convoy). However, when the Agency decides to finance a project, it should do so because it has evaluated 
that project’s probability of success and found it satisfactory. If such a project fails through administrative errors, the 
Committee believes that CIDA has no other choice but to be held accountable, except where a prior agreement 
existed among the various parties to share accountability in case of failure. 


Consequently, the Committee recommends 


1) that CIDA acknowledge its responsibilities and errors when a project fails in circumstances 
that were under the Agency’s control; 


2) that CIDA share risk and responsibility in all projects in which it decides to take part with 
partners. CIDA’s accountability should thus be clearly defined in advance for every project in which 
the Agency takes part. 


Lastly, the Committee wishes to emphasize the lack of openness in CIDA’s communications. During the 
two meetings on Pakistan, there was considerable confusion surrounding terms used. For example, the term “‘line of 
credit” was used, when in fact we were discussing a grant. If parliamentarians are to explain CIDA’s activities to 
their voters, they must be able to understand them themselves. The Committee wasted a great deal of time decoding 
the bureaucratic language which CIDA used during the two meetings on this subject. The Committee was also not 
satisfied with the manner in which CIDA answered the Committee’s request concerning the number of projects 
which are financed through lines of credit and which are in danger. CIDA merely provided a written list of line of 
credit transactions. The Committee’s request was nevertheless legitimate if one accepts the argument that Canadians 
have a right to know. The Committee expects to receive from CIDA a list of projects in difficulty. 


Pursuant to Standing Order 109, the Committee asks the government to table a comprehensive response to 
this report. 


PAC Reports 


A copy of the relevant Minutes of Proceedings and Evidence (Issues Nos. 8, 1] and 13 which includes this 
Report) is tabled. 


Respectfully submitted, 
JEAN-ROBERT GAUTHIER 


Chairman. 
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REPORT TO THE HOUSE 
Friday, March 13, 1992 
The Standing Committee on Public Accounts has the honour to present its 


FIFTH REPORT 


In accordance with Standing Order 108(3)(e), the Committee has examined the Public Accounts of Canada 
for 1990-91, in particular Volume I, section 2 (Audited Financial Statements of the Government of Canada). 


Background 


Pursuant to the Auditor General Act, the Auditor General is responsible for examining the financial 
statements of the government to ensure that “‘they present fairly information in accordance with stated accounting 
policies of the federal government and on a basis consistent with that of the preceding year”’ (s. 6 of the Auditor 
General Act). Following the latest audit, the Auditor General issued three major reservations about the Public 
Accounts of Canada for 1990-91. They deal with what he considers to be improper accounting for: income tax 
collected on behalf of the provinces and territories, the impact of wage restraint on federal employee pensions and 
the reduction in the value of the federal investment in Petro-Canada. These three reservations cast into question the 
fairness of the government’s financial statements. According to the Auditor General, had the government adjusted 
its financial statements for the matters reported in these three reservations, the deficit for 1991 would have increased 
by $2 billion, liabilities would have increased by $800 million and the accumulated deficit at the beginning of 1991 
would have declined by approximately $1.2 billion. 


A. Accounting for income tax revenue collected on behalf of provinces and territories 


The Public Accounts Committee is pleased with the Comptroller General of Canada’s announcement that 
he plans to undertake a study of a method that would provide for an improved split of income tax collected between 
the federal and provincial governments. 


Nevertheless, the Committee recommends: 


that more accurate estimations of income tax revenue collected on behalf of provinces and territories 
be used when issuing the next Public Accounts of Canada for 1991-92. 


B. Accounting for the effect of wage restraint on federal employee pensions 


In light of the government’s wage restraint provisions (more commonly known as “zero-three”’), actuarial 
liability for federal employee pensions must be adjusted downward. To determine the value of future employee 
benefits and considering that wages are not increasing at the projected rate, the government must review employee 
pension liabilities accordingly. The required adjustment has been estimated by the government at $1.367 billion. 


The full amount of this reduction has been offset against the 1991 deficit. The problem is that the 
government has used accounting standards which it has interpreted in its own way. In this particular case, the 
government has used this method to determine the impact of wage restraint, as it believes its decision would result in 
a permanent reduction in employee pension liabilities. This decision is based on the government’s position that 
wage restraint represents a permanent reduction in the pension benefits likely to be paid to employees. The 
government is assuming that employee pensions have been permanently reduced and that federal employees will 
never recover the amounts lost during future rounds of collective bargaining because of financial pressures. 
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Had the government used the accounting practices suggested by the Public Sector Accounting and Auditing 
Committee (PSAAC) of the Canadian Institute of Chartered Accountants (CICA), that is if it had spread the effects 
of short-term wage restraint on employee pensions over the remaining working lives of employees rather than 
include them in the deficit of the current year, the actuarial impact of wage restraint would have been spread over a 
thirteen—year period. . 


The Public Accounts Committee believes that paragraph .55 of Public Sector Accounting Statement 5 
(Accounting for Employee Pension Obligations in Government Financial Statements, November 1988) dealing with 
a plan curtailment cannot be interpreted differently. According to PSAAC, two events must come into play in order 
for a pension plan to be curtailed, namely: “‘an event that reduces significantly the expected years of future service 
of present employees or [one that] eliminates, for a significant number of employees, the accrual of defined benefits 
‘ for some or all of their future services”. 


In the opinion of the Public Accounts Committee, short-term wage restraint is not conducive to the 
occurrence of either of these events. Furthermore, nothing guarantees that employees will not succeed in making up 
the shortfall resulting from wage restraint prior to their retirement. The future is too uncertain to make this kind of 
actuarial assumption. Even the government’s Chief Actuary noted in his Actuarial Report on the pension plan for 
the Public Service, which was tabled in the House of Commons on October 11, 1991, that ‘“because future economic 
conditions cannot be predicted with a high degree of probability, and because it is inadvisable to make large changes 
in assumptions from one actuarial review to the next...”’, underlying economic assumptions cannot be modified. In 
the Committee’s opinion, the government is not applying the accounting and actuarial standards proposed by its 
Chief Actuary. 


The Public Accounts Committee also heard testimony from two witnesses who explained generally 
accepted accounting principles. John Kelly, Director, Public Sector Accounting and Auditing of the Canadian 
Institute of Chartered Accountants, said that PPAAC Accounting Statement 5 was quite clear. When he appeared 
before the Committee on February 18, 1992, he stated: 


[C]hanges in assumptions such as those related to future salary increases and the related 
experienced gains and losses are spread over the remaining working life of the employee group. 
The effects of these changes are spread because their impact on the determination or calculation of 
the pension obligation cannot be estimated with certainty. In my mind, a plan curtailment is a 
permanent change that reduces the size of the work force or changes the structure of the pension 
plan so the amount of future benefits is reduced. (Minutes of Proceedings and Evidence, Issue No. 


17, page 7) 
At the same meeting of the Committee, Joseph Weinstock, an actuary from William M. Mercer, stated: 
In my experience, a wage restraint does not constitute a plan curtailment. (Issue No. 17, page 9) 


The Public Accounts Committee is therefore of the opinion that the accounting method used by the 
Comptroller General in calculating the actuarial effects of wage restraints in the Public Accounts of Canada for 
1990-91 contravenes PSAAC Accounting Statement 5. By not applying generally accepted accounting methods, the 
government is violating a principle of elementary financial prudence. 


The Committee therefore recommends: 


(1) that the government correctly account for the actuarial liability associated with wage 
restraints, by not treating the repercussions of the Public Sector Compensation Act as a curtailment of 
the federal employees’ pension plan. Consequently, the government must amortize this actuarial 
adjustment over a thirteen-year period, as is generally accepted in sound accounting practice; 
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(2) that, as soon as possible, the government publish corrected financial statements for 1990-91 
that perfectly account for the actuarial impact of wage restraints and correctly reflect the 
repercussions of wage controls spread over two years rather than three. 


In addition, the Public Accounts Committee fears that the Comptroller General anticipated the passage of 
Bill C—29 (Public Sector Compensation Act) in preparing the Public Accounts of Canada. Such a procedure 
anticipates the intent of Parliament and is unacceptable; that this was the case is clear from the Comptroller 
General’s error in assuming that wage restraints would be spread over three years, while in fact Parliament 
eventually adopted a policy of wage restraints spread over two years. 


G: Reduction in the value of the federal government’s investment in Petro-Canada 


In July 1991, the federal government reduced its share in Petro-Canada from 100 to 80 per cent by selling 
shares at $13 per share. In this way, the government revalued its remaining investment in Petro-Canada to 


correspond to this price. The sum of $1.25 billion was deducted from the value of this asset. The government feels — 


that the impact of this adjustment should not form part of the deficit for the current fiscal year and should be charged 
to a preceding fiscal year. The government considered it appropriate to apply the adjustment to the fiscal years 
during which the investment was made in Petro—Canada, that is, 1984. The Comptroller General thinks that the best 
way of reflecting these changes is to charge this adjustment to the years in which the investments were made. 


The Public Accounts Committee is of the opinion that good accounting practice would require that this 
adjustment to asset valuation allowances be charged off to the current fiscal year, and that retroactive adjustments 
are unacceptable unless there has been an error in an entry or a change in accounting principles. 


As the Auditor General noted before the Public Accounts Committee, the federal government’s investment 
in Petro-Canada had been valuated downward two years previously and had been accounted for as a current year 
transaction. The Auditor General emphasized that, in his opinion, there was a contradiction between the accounting 
entry used in 1990-91 and the one used in similar circumstances in 1988-89. The Auditor General also noted that 
there was a risk of transactions disappearing if adjustments were made to previous years without valid reasons. 


The Public Accounts Committee therefore recommends: 


(1) that the adjustment to the value of the federal government’s investment in Petro-Canada be 
charged off to the 1990-91 fiscal year, the year during which it was identified; 


(2) that, as soon as possible, the government publish corrected financial statements that 
faithfully reflect the value of the federal government’s investment in Petro—Canada; 


(3) that the government adopt accounting practices that would respect PSAAC Accounting 
Statement 4 (Defining the Government Reporting Entity, November 1988) on accounting for 
investments in Crown corporations. The government would thus account for Crown corporations’ 
net losses (or gains) as part of its own losses, at the time they occurred. 


Conclusion 


The accounting practices used by the federal government must measure, record and report economic and 
financial information, clearly and as accurately as possible. As John Kelly stated at the August 1991 annual meeting 
of the Canadian Council of Public Accounts Committees in Winnipeg, “‘solid, reliable, complete information is 
essential for sound planning, good decisions and full accountability.”” The Public Accounts Committee is of the 
opinion that if the government wishes to appropriately plan its activities, and increase the effectiveness of its 
decisions and its accountability, it has no choice but to ensure that generally accepted accounting principles are used 
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when it prepares its financial statements and that the accounting principles are less often the subject of different 
interpretations. The federal government’s transparency and accountability are jeopardized if the information 
conveyed to Canadian parliamentarians and taxpayers is fragmented, incomplete and unreliable. It is essential that 
information on the government’s financial statements be based on consistent and sound accounting principles. 


Pursuant to Standing Order 109, the Committee asks the government to table a comprehensive response to 
this report. 


A copy of the relevant Minutes of Proceedings and Evidence (Issues Nos. 14, 17 and 19 which includes this 
Report) is tabled. 


Respectfully submitted, 
JEAN-ROBERT GAUTHIER 


Chairman. 
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REPORT TO THE HOUSE 
Wednesday, April 8, 1992 
The Standing Committee on Public Accounts has the honour to present its 


SIXTH REPORT 


In accordance with the Order of Reference of Thursday, February 27, 1992, your Committee has considered 
Vote 30 under FINANCE in the Main Estimates for the fiscal year ending March 31, 1993, and reports the same. 


A copy of the relevant Minutes of Proceedings and Evidence (Issues Nos. 21, 22 and 23, which includes 
this Report) is tabled. 


Respectfully submitted, 


JEAN-ROBERT GAUTHIER 


Chairman. 
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REPORT TO THE HOUSE 
Wednesday, April 29, 1992 
The Standing Committee on Public Accounts has the honour to present its 


SEVENTH REPORT 


Pursuant to Standing Order 108(3)(e), your Committee again examined the disbandment of the Department 
of Finance’s Tax Evaluation Division in light of Chapter 3 of the Auditor General’s 1983 Report—Program 
Evaluation. 


On November 1, 1991, the Public Accounts Committee tabled its second report to the House, dealing with 
the disbandment of the Department of Finance’s Tax Evaluation Division. After hearing the officials responsible for 
this decision, the Committee decided to table a report in order to make known the concerns raised by the 
disbandment of the Department of Finance’s only program evaluation unit. 


At the meetings on October 8 and 10, 1991, the Department of Finance assured the Committee that the new 
tax measure evaluation method would operate smoothly. However, these officials maintained it would be necessary 
to wait and see results before judging the Department of Finance’s decision. They reassured the Committee by 
stating that a Tax Evaluation Advisory Committee (a Department of Finance committee chaired by a Director 
General who occupies a staff position outside the authority hierarchy) would ensure that evaluations were conducted 
independently and in accordance with the rules. 


The events that occurred during the examination of the disability tax credit—which are disquieting, to say 
the least—have incited the Public Accounts Committee to continue its examination of the Department of Finance’s 
decision to disband its Tax Evaluation Division. Indeed, the government’s response to the Committee’s second 
report and correspondence exchanged with the Deputy Minister of Finance in recent months have not at all 
convinced the Committee that everything is unfolding as it should. 


These recent events tend to show that the program evaluation has not been without difficulty since the Tax 
Evaluation Division was disbanded. The Public Accounts Committee is concerned and its members have serious 
questions. It does seem that problems occurred at the first occasion with the new tax measure evaluation method. 
The examination of the disability tax credit has confirmed exactly what the Committee feared several months ago. 
The Committee admits, however, that several months will still be required before it is able to judge whether the new 
tax measure evaluation method is working. 


The Public Accounts Committee therefore recommends: 

(A) that the Auditor General examine in depth, on the Committee’s behalf, the Department of 
Finance’s new tax measure evaluation method, in light of the events that occurred during the 
examination of the disability tax credit, and using the evaluations called for in the Department of 


Finance’s 1992 work plan; 


(B) that he submit a detailed report to the Public Accounts Committee in early 1993. 
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A copy of the relevant Minutes of Proceedings and Evidence (Issue No. 24 which includes this Report) is 
tabled. 


Respectfully submitted, 
JEAN-ROBERT GAUTHIER 


Chairman. 
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Reson 6 on nie Audit of the President of the 
Treasury Board’ s Report to Parliament: 


Tablings in Parliament: Parent Crown 
Corporation Annual Reports and Summaries 
of Corporate Plans and Budgets 


REPORT ON THE AUDIT OF THE 
PRESIDENT OF THE TREASURY BOARD’S REPORT TO PARLIAMENT 
TABLINGS IN PARLIAMENT: 
PARENT CROWN CORPORATION ANNUAL REPORTS AND 
SUMMARIES OF CORPORATE PLANS AND BUDGETS 


Introduction. The Financial Administration Act requires the President of the Treasury Board to 
lay before each House of Parliament a report concerning the timing of tabling, by appropriate ministers, of annual 
reports and summaries of corporate plans and budgets of Crown corporations subject to the reporting provisions of 
Part X of the Act. 


This report allows Parliament to hold the appropriate ministers (and, ultimately, the Crown 
corporations) accountable for providing it, within the relevant statutory deadlines, with information required under 
the Financial Administration Act. Accordingly, the report is required to indicate the annual reports and the 
summaries of corporate plans, capital budgets and operating budgets (and amendments to them) that were to be 
tabled before each House during the reporting period; the time at, before, or within which they were required to be 
tabled; and the time they were actually tabled. 


Scope. I am required by subsection 152(2) of the Financial Administration Act, to attest to the 
accuracy of the information contained in the report on Crown corporations tabled by the President of the Treasury 
Board. Accordingly, I have examined the report indicated above for the year ended 31 July 1992, to be tabled not 
later than 31 December 1992*. 


My examination included a review of the systems and procedures used by Treasury Board to 
monitor the tabling of the summaries and annual reports in each House of Parliament, a verification of the 
information contained in the report, and such other tests and procedures as I considered necessary in the 
circumstances. 


Conclusion. I have concluded that the report listed above contains all the required information 
about the timing of tabling, by the appropriate ministers, of Crown corporations’ annual reports and summaries (and 
amendments to them) of corporate plans, capital budgets and operating budgets, and in my opinion, the information 
contained in the report is accurate in all significant respects. 


. 
e ° 


L. Denis Desautels, FCA 
Auditor General of Canada 


OTTAWA, 26 October 1992 


3 Not tabled at time of going to press 
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